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Operating Speed! 
Sensimatic design permits 
the operator to work as 
fast as she chooses. Each 
key and motor bar has a 
uniform, scientifically cor- 
rect pressure. Every con- 
trol is within easy sight, 
easy reach. 


Now there are three! 


Sensimatic 300 with 11 totals 
Sensimatic 200 with 5 totals 
Sensimatic 100 with 2 totals 
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When a Burroughs Sensimatic comes into your 
business, your accounting work steps up to the 
swift tempo of today’s production pace. You get 
the facts that guide your operations on time all 
the time. You get more accounting done by fewer 
people .. . with fewer machines, less overtime, less 
expense. And you get all this at a surprisingly low 
cost! Find out about the Burroughs Sensimatic for 
your office . . . talk Sensimatic with your Burroughs 
man today. Burroughs Adding Machine of Canada, 
Limited, Windsor, Ontario. 
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Typing is easy, fast, and “letter perfect’’ 
when your stenographic staff uses IBM’s. 


With IBM Electric Typewriters, they’ll 
turn out consistently beautiful work . . . 
almost without effort. They’ll finish their 
regular typing more quickly . . . have time 
for other important work. 


Isn’t it time your office, too, had IBM 
Electrics? 








For descriptive folder, 
write to IBM, Dept. 
CCA, Don Mills Rd., 


INTERNATIONAL BUSINESS MACHINES * Toronto, 6. Ont. 
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What is “ESTATE SECURITY SERVICE”? 


It’s the new Great-West estate analysis plan. It’s a concise method 
of translating the statistics of your assets into the human-needs 
values of your family’s future and your own. It projects the lump 
sum of your present worth into future income in a logical and under- 
standable way. 


There’s a Great-West Life “Estate Security’’ specialist near you 
. call or write the Great-West office in your neighborhood for 
an enlightening demonstration. 


GREAT-WEST LIFE 
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HEAD OFFICE- WINNIPEG 


Accounting Efficiency 


depends greatly on accessibility of records. Their 
preservation from Fire and Theft can only be assured 
in a reliable safe or vault. 


Consult us as to the type of safe protection 
advisable for you or your client. 


J.&J. TAYLOR Limiteo 
ToRONTO SAFE works 


TORONTO - MONTREAL - WINNIPEG - VANCOUVER 
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aie and ALLIED SUBJECTS 
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Here’s what you WANT from business 
figures—(1) Facts which are NEWS, 
not history, (2) Prompt Collections 
— Statements mailed on the Ist of 
EVERY month, (3) Payrolls computed 
PROMPTLY, (4) QUICK Sales and 
Purchase Analyses, (5) Year-end facts 
on your desk FAST. 


All these, PLUS real operating econ- 
omy, are YOURS —with Underwood 
Sundstrand’s accounting speed and 
flexibility. Let your nearest Underwood 


Branch prove it you... fully. 
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@ Experienced and qualified advice. 

@ Examples of agreements and suggested provisions to suit 
their circumstances. 

@ An estimate without any obligation of the cost of the 
required life insurance. 


ASK OUR ESTATE PLANNING SERVICE. 


Crown LIFE 


Established INSURANCE COMPANY Home Office 
1900 Toronto 


E If youhave 


ENQUIRY: EM. 4-6481 
TORONTO 'PHONE ORDER: EM. 4-8311 





OFFICE SUPPLIES: Bound & Loose 
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Stock Business Forms, Office Sundries, 
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PRINTING: Letterpress & Photo- 
Lithography, Ruling, Embossing, Book- 
binding, Stationery Manufacturing. 
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No words better describe the position of any 
business operated in partnership without a 
written buy and sell agreement with adequate 
life insurance on each partner to guarantee its 


fulfillment. 


To Secure for Your Partnership Clients 
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any banking 
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don’t hesitate to consult 
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it’s important to us. 
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PAPERWOKK ? 





Business forms, expertly designed, and used in conjune- 
tion with simple, yet efficient procedures can reduce 


paperwork. 


The Crain representative in your area is thoroughly 
trained to offer assistance with forms and systems prob- 
lems. His experience and knowledge of form design and 
simplified procedures can lead to important savings in 
the costs of paperwork. Services of the Crain representa- 


tive are at your disposal without obligation. 


R.L.CRAIN LIMITED 


OTTAWA ly CANADA 
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THAT IS THE QUESTION 
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¥ Our Commercial Letter contains each month 
, a survey of the current economic climate, 
: articles dealing with specific aspects of 
Canadian commerce and industry, a con- 
cise review of foreign trade developments 
and a statistical summary of commercial 

and industrial activity. 


A postcard or letter will place 
your name on our mailing list. 
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chase. Location British Columbia. 
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ant, 10 Adelaide St. E., Toronto, Ont. 
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Chartered accountant wishes to pur- 
chase accounting practice in Ontario. 
Partnership or agreement for succes- 
sion will be considered. Box 263, The 
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Adelaide St. E., Toronto, Ont. 


WANTED 


Long established firm of chartered ac- 
countants requires services of young 
chartered accountant. Excellent op- 
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PRACTICE WANTED 


Chartered Accountant wishes to pur- 
chase practice in Vancouver with a 
view to expanding present office. Part- 
nership or agreement for succession 
will be considered. Box 279, The Can- 
adian Chartered Accountant, 10 Ade- 
laide St. E., Toronto, Ont. 


PRACTICE WANTED 
Practitioner seven years interested in 
partnership or working arrangement. 
Box 278, The Canadian Chartered Ac- 
countant, 10 Adelaide St. E., Toronto, 
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EXCELLENT C. A. POSITION 

A well-established Alberta firm, with 
several offices, needs fully qualified 
chartered accountants, also senior C.A. 
students, and juniors who have senior 
matriculation. Firm is growing rapid- 
ly, and can offer openings leading to 
partnerships and profit-sharing plans. 
Please state experience in your reply. 
Preference will be given to those ex- 
perienced with detailed audit programs 
and work papers. Top starting salaries 
are paid. Address Box 276, The Cana- 
dian Chartered Accountant, 10 Adel- 
aide St. E., Toronto, Ont. 
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Corporate Financing... 


In our more than sixty years of business we have been 

of service to many outstanding Canadian corporations 

in the issuing and distribution of their securities. 
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COMMENT AND OPINION 


The Companies Act Committee 


OON after the conclusion of the 
annual meeting of the C.I.C.A. the 
committee on the Companies Act will 
meet again after the summer hiatus to re- 
consider its preliminary report, copies of 
which were sent to the Councils of all 
provincial Institutes in June. The pre- 


liminary report was circulated with a view 
to obtaining as wide an expression of 
opinion as possible on a matter which 
concerns the very substructure on which 
our professional edifice is built, and it 
appears that the result will be much 


new grist for the committee’s mill. 


It will be recalled that in February 
last, the Ontario Government, without 
any warning, announced its intention to 
revise the Ontario Companies Act, fol- 
lowing which a Select Committee of the 
Legislature was appointed to hear repre- 
sentations from interested persons and 
associations. The accounting profession's 
principal interest in companies legislation 
is of course in the enactments governing 
the rights and duties of auditors and the 
contents of financial statements, and so 
far as these matters are concerned it is 
immaterial to the auditor, as it is to the 
shareholder, whether the governing 
statute is Dominion or provincial. It is 
not surprising, therefore, that the On- 
tario Institute, when unexpectedly faced 
with the necessity of preparing a sub- 
mission to the Select Committee of the 
Ontario Legislature, co-opted the mem- 
bers of the C.I.C.A. Committee for that 


purpose. The inevitable, and no dcubt 
desirable, consequence is that virtually the 
identical submission will be ultimately 
made by the C.I.C.A. and the Ontario 
Institute to the Dominion and Ontario 
Governments respectively. 


Nomenclature 

ee of our esteemed contempo- 

rary Saturday Night will remem- 
ber the campaign which it carried on for 
some time regarding the misuse of the 
words “flout” and ‘‘flaunt”’, which, 
though they look and sound alike, yet 
are wholly unlike in their respective 
senses. One might indeed find himseif 
a defendant in an action for slander if 
in seeking to describe a matron as one 
who flaunted the conventions he chose 
the wrong word. 

We agree with Saturday Night that 
there is much to be said for using the 
right word in the right place. It is true 
that Talleyrand once aphorized: “Le 
moyen de la langue est a dissimuler les 
pensées”, but he was speaking of the 
diplomacy of the old regime, and the pre- 
cise opposite is the object of the auditor 
today when called on to report on a finan- 
cial statement. In the performance of 
that duty the supreme virtues are clarity 
and certainty. It is for that reason that 
so much consideration has recently been 
devoted by the profession to the form of 
auditor’s report, manifested in Bulletin 
No. 6 of the Auditing and Research 
Committee of the C.I.C.A., published in 
September 1951. It is for that reason 
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also that the Research Committee has now 
pending a pronouncement on the term 
“reserve”, a2 word which has been and is 
being employed in so many different 
senses without measurably adding to 
clarity. 

There are other accounting terms, the 
meanings of which are far from precise, 
the words “surplus” and “liability” for 
example. The latter word is certainly 
given a wider meaning in financial state- 
ments than in a court of law. Less 
important perhaps is the use of the 
word “inventory”, which means a list 
or statement, for the term ‘“‘stock-in- 
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trade”, which is the property described 
on the list. Again, what is meant by 
“market value’ when applied to securi- 
ties or stock-in-trade in a balance sheet? 
And what of the terms ‘Balance Sheet”’ 
and ‘Statement of Profit and Loss’’? 


These are only some of the questions 
which have been raised by various mem- 
bers of the profession in the comments 
so far received on the preliminary re- 
port of the Companies Act Committee. 
The questions indicate that blind accept- 
ance of past practice is far from being 
the attitude of the profession in Canada 


today. 
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Should Accounts Be Corrected 
For Changing Money Values? 


By Kenneth F. Byrd, M.A., B.Sc. (Econ.), A.C.A. 
Professor of Accounting, McGill University 


A broad survey of 
accountancy’s greatest current problem 





The Inflationary Setting 

~~ the gold-standard days of the 

nineteenth century we have passed 
far into an age of inflation. The old 
stability seems not likely to return, and 
many economists anticipate no end to the 
general inflationary trend within the fore- 
seeable future. This being so we may 
well ask ourselves whether we can af- 
ford to continue indefinitely to account 
for business profits by methods suited 
to more stable conditions. The answer 
will depend (1) on the extent to which 
inflation misstates the national income 
and that of individual concerns, and the 
beneficial results of correcting the mis- 
statement, and (2) on the practicability 
of using alternative methods to secure 
more accurate results. 


The Main Areas of 
Distortion in Income Calculation 
To detect the results of inflation, in 

its final distorting effect on income cal- 
culation, we must turn to two main items 
in the accounts: (1) the valuation of 
inventories; (2) the provision for de- 
preciation of fixed capital assets. From 
these, in a period of rising prices, result 
the “mixed” profits made up of pure 
trading profit, such as would be shown 
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if prices remained stable, and the “ paper" 
profit due to price changes. For some 
indication of the relative size and im- 
portance of the price change profit we 
do not need to look very far. In 1947 
Caterpillar Tractor Co. changed its meth- 
od of valuation of inventories from 
FIFO at the beginning of the year to 
LIFO at the end. The valuation of the 
closing inventory was thus reduced from 
what it would have been under FIFO, 
by the increase in cost at closing prices 
as compared with opening prices. In 
the one year, 1947, Caterpillar Tractor 
Co. by this means eliminated $3,519,148 
from its published profits, which were 
left at $9,956,912. This price change 
profit of over 25% must have represented 
not an accumulation but inflation of the 
period, since the FIFO opening inven- 
tories were valued at the most recent 
costs. In the area of depreciation pro- 
vision, in the same year 1947, we may 
note that United States Steel Corp. in- 
creased its charge of $87,745,483, for 
depreciation based on original cost, by 
an amount of $26,300,000 “added to 
cover replacement cost’, leaving its 
profits at $127,098,148. This $26,300,- 
000, representing one sixth of the total 
“mixed” profit for the year, was conserva- 
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tively estimated by the company as the 
amount which must be retained to pro- 
vide for the increased cost of replacing, 
not expanding, facilities exhausted dur- 
ing the year. It was thus a price change 
profit like Caterpillar Tractor’s $3,519,- 
148. 


For an estimate of the effect of price 
change profits on national income we 
must turn to the economist. In De- 
cember, 1948, Professor Sumner Slichter, 
of Harvard University, is reported+ to 
have estimated in a statement to the 
Joint Congressional Committee on the 
Economic Report in the United States 
that reported figures of corporation 
profits, for the three years 1946 to 1948, 
included some $16.4 billion price change 
profits due to inflation, representing 
about 25% of the whole. It would 
seem, according to estimates of the U.S. 
Dept. of Commerce, that some $15 bil- 
lion out of this total of $16.4 billion 
was attributable to increased costs of in- 
ventories. These examples are surely 
significant enough to show how complete- 
ly misleading are ‘‘mixed” profits from 
which the inflation profits have not been 
removed. It must be remembered that 
such inflation profits are in no sense 
available for distribution to shareholders 
or payment of increased wages to em- 
ployees. They are needed within the 
business that has made them, for the 
essential purpose of replacing, at prices 
increased to at least the full extent of 
the inflation profits in question, inven- 
tories and fixed assets essential to the 
continuance of the concern. 


Falling Dollar Values and Income Tax 


Throughout the English speaking 
world the income tax authorities have 
steadfastly refused to allow depreciation 


1 By Martin Bronfenbrenner in “Five Mono- 
graphs on Business Income”, American In- 
stitute of Accountants, 1950, p. 125. 


as a charge against income on any basis 
other than original cost. In the United 
States the LIFO basis of inventory valua- 
tion is now available to most businesses, 
for income tax purposes, as a means of 
eliminating price change profits, but this 
is not yet the case in Canada or Great 
Britain. Here again the United States 
Steel Corp. affords an interesting example 
of the size of price change profits which, 
under normal circumstances, are escaping 
tax in the United States but not in this 
country. The U.S. Steel Corporation 
had adopted LIFO in 1940 so that, 
since that date, they had charged cur- 
rent purchases at current dollar values 
against income, leaving a base stock 
priced at 1940 dollar values. But in 
the last quarter of 1949, as a result of 
the steel strike, the company was forced 
to use part of its base stocks instead of 
current supplies which were cut off. The 
result of charging 1940 costs against 
1949 selling prices was an abnormal 
additional profit for the quarter of $17,- 
000,000, and on this the company had to 
pay $7,000,000 income tax. The $17 
million were dollar profits which repre 
sented no increase in effective purchasing 
power to the company, and they were 
brought into the open only by the force 
of unusual circumstances. They were 
profits which had avoided tax in the 
earlier years, only to be taxed in a lump 
sum at this later date. This is clear 
evidence of the inconsistency by which, 
under normal circumstances, in times of 
rising prices, the U.S. income tax author- 
ities allow the exclusion, for income tax 
purposes, of price change profits on in- 
ventories while refusing to allow them 
on the used up portion of fixed assets. 
In our country we have, as yet, no incon- 
sistency — all such price change profits 
are taxed. Since inflation is itself a 


levy on monetary capital, any numerical 
increase in dollars, to counteract a real 
decline in dollar purchasing power, can- 
not be a profit but is a part of capital — 
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that part which replaces what inflation 
has removed. Yet a country which pur- 
ports not to tax capital profits taxes this 
dollar increase as ordinary profit, and 
our accounts usually show it as such. 


The British Tucker Committee’s re- 
port of last year gives a fairly detailed 
consideration of the question of inflation 
in accounts and a clear refusal to recom- 
mend any relief for income tax purposes. 
We shall consider later some of the argu- 
ments by which the committee supports 
its decision, but it is to be noted that, 
on the question of theory, it relies strong- 
ly on the fact that the majority of the 
accountancy profession is not prepared 
for any change in the accounting basis. 

On the theoretical aspect of the prob- 
lem, it will suffice to say that we are un- 
able to agree with the view that a proper 
system of computing profits must neces- 
sarily take into account changes in the 
walue of money. That view is certainly 
not generally accepted by the majority of 
accountancy opinion; thus the Institute of 

Chartered Accountants in England and 

Wales, while strongly advocating relief to 

industry, made it clear that amounts set 

aside to finance replacements (whether 
fixed or current assets) at enhanced costs 
should be treated not as a reduction in 
computing profits, but as an appropriation 
of profits by transfer to reserve. Even 
if we had been attracted by the minority 
view we should have been reluctant to 
take upon ourselves the responsibility of 
advocating, as a basis for a change in taxa- 
tion, a theory of profit computation which 
is not generally accepted by a majority of 
the accounting profession.2 
Clearly no radical change can be expected 
in the attitude of the income tax authori- 
ties until the profession can decide to 
amend its definition of “income” or 
“profit” to allow for the exclusion of 
inflation profits or losses due to changing 
money values. 


2 Report of the Committee on the Taxation 
of Trading Profits, H.M. Stationery Office, 
London, 1951, p. 36. 
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Misinterpretations of Income 
from Different Points of View 

The published profits of large corpor- 
ations are of significance essentially to 
the management, the shareholders, pros- 
pective investors, employees and their 
trade unions, creditors, and economists. 
The management must seek to determine 
how much of any apparent profit is due 
to mere inflation of monetary values, for 
it will need to retain such paper profits 
within the business to provide funds 
not for expansion but simply for main- 
tenance of production. Otherwise it may 
well find itself in the position of having 
distributed as dividends to shareholders, 
or as wage increases to its employees, 
funds which it was vital for the com- 
pany to retain. Its only course will then 
be to turn to the investing public for 
new funds for maintenance purposes. 
In a nation of such rapidly growing in- 
dustrial power as Canada’s the needs of 
expansion, in the case of many a com- 
pany, may cover up shortage of funds 
for maintenance, so that there may be 
no apparent dearth of available capital 
when the company goes to the public. 
Nevertheless the essential unsoundness 
of the principle of financing the main- 
tenance of productive capacity by new 
share issues cannot be denied. Replace- 
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ment of capital facilities must be pro- 
vided for in calculating profits. In 
present-day practice the management is 
left, at its discretion, to plough back the 
necessary funds into the company by re- 
tention of profits in earned surplus. But 
this method is arbitrary and the profits 
themselves will have no proper compar- 
ability from company to company, or 
from year to year within the same com- 
pany. The shareholder needs to be made 
clearly aware of the reasons for the com- 
pany’s retention of such large sums, ap- 
parently available for dividends. Other- 
wise, with prices constantly rising, he is 
likely to press for larger dividends. The 
trade unions need most urgently to be 
made aware of the true position, for the 
tendency in times of inflation is for ex- 
ercise of constant pressure for the in- 
crease of wages. Mistaken views as to 
the share of profits retained for the 
stockholders will inevitably mean de- 
mands for higher wages. The economist 
makes, perhaps, the strongest demands 
of all. 


The Attitude of the Economist 


The economist charges the accountant 
with failure to provide him with ac- 
counts which are comparable from com- 
pany to company, for any accounting 
period, or within the same company for 
different accounting periods. He seeks 
to determine how national income is be- 
ing distributed and he finds it necessary 
to make adjustments, on the basis of 
estimates, when he feels that the account- 
ant could more easily and more accurately 
have supplied him with the facts. Stating, 
as an economist, the economist’s point of 
view, Solomon Fabricant points out * that 
the National Bureau of Economic Re- 
search, in the United States, excludes 


revaluations of fixed assets arising from 


3In “Five Monographs on Business Income”, 
American Institute of Accountants, New 


York, 1950, p. 154. 


the charging of depreciation at original 
cost . . . Economists believe that com- 
parisons of income over time are possible 
only if adjustments are made for changes 
in the purchasing power of money income, 
and all estimators of national income pro- 
vide for such adjustments . . . Co-opera- 
tion among the various groups of society, 
so necessary to the efficient working and 
progressive development of our economy, 
is difficult to secure when there is wide- 
spread misunderstanding of how the na- 
tion’s income is being distributed. To 
lessen— perhaps ultimately to dispel— this 
misunderstanding is a duty of the econom- 
ists who practise social accounting. Is it 
not also a duty of those who practise 
public accounting? 

This is a serious challenge to the ac- 

counting profession. Is it possible for 

accountants to ignore it indefinitely? 


The Accounting Tradition 

The essential principles of to-day’s 
accounting were formulated to meet the 
circumstances of times long past. Thus 
our accounting tradition is fitting for (1) 
the “venture” type of merchant trading 
of the seventeenth or eighteenth century, 
and (2) a nineteenth century with its 
currency unit relatively stable throughout 
the decades. For our profits are still 
determined as the excess of the number 
of monetary units invested at the end 
of a fiscal period over those invested 
at the beginning of the period, with 
due allowance for investment or with- 
drawal of capital during the period. The 
aim is always to conserve, as in a rela- 
tively short-term venture, just the same 
number of monetary units as were put 
into the venture, any excess being re- 
garded as profit. Yet these modern ven- 
tures are complicated industrial and com- 
mercial concerns, organized to last indef- 
initely over the years, with unbroken 
continuity and almost complete divorce 
of management and ownership. Our 
accounting for invested capital is still as 
if it were actually recovered and rein- 
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vested every year in monetary units of 
unchanging value. As a well-known ac- 
countant has said: “It is scarcely con- 
ceivable that the apparatus and methods 
employed in the distant past when busi- 
ness was simple are the best that can be 
devised to meet the complex conditions of 
to-day.” 

Let us face the fact that the conven- 
ient postulate “that fluctuation in the 
value of the accounting unit may be 
ignored” may have a convenience that 
is too dearly bought at the expense of 
gross imaccuracy in the accounting re- 
sults. 


The Attitude of the 
Accountancy Profession 


In its Recommendation XII the In- 
stitute of Chartered Accountants in Eng- 
land and Wales admits, in effect, that 
the effectiveness of present day accounts, 
for normal purposes, is gravely impaired 
by the circumstances already discussed.‘ 
But it sees the remedy in action of man- 
agements to set aside the necessary re- 
serves as appropriations from profits, not 
charges against them. However, it does 
not specifically oppose even such charges, 
provided they are separately revealed, 
though it cites the objections often made 
(1) that they are wrong in principle and 
(2) that they “strike at the roots of 
sound accounting”. On the question of 
principle George O. May has pointed 
out® that accounting principle already 
allows a large part of the cost of prop- 
erty exhaustion to be charged against 


*An amplification of this Recommendation, 
dated May 30, 1952, does not seem to 
take the matter much further. The In- 
stitute announces its intention “after the 
International Congress on Accounting in 
June, 1952, to invite other professional 
bodies to join with it in further study of 
the subject”. 


5 Business Income and Price Levels: An Ac- 
counting Study, by George O. May, p. 68. 
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profits on a current basis, by means of 
maintenance accounts. The suggestion, 
therefore, that a portion of the original 
capital cost should be so charged off, in 
terms of current monetary units, involves 
no new principle but simply ‘a change 
in the extent of use of one of two price- 
bases, both of which are now employed.” 
The Institute specifically recommends: 
For balance sheet purposes fixed assets 
should not, in general, be written-up on 
the basis of estimated replacement costs, 
especially in the absence of a measure of 
stability in the price level. 


It also recommended against any adop- 
tion of the LIFO method for inventories. 
The Committee on Accounting Procedure 
of the American Institute of Account- 
ants, in its statement of October, 1948, 
gives its opinion as follows: 

. no basic change in the accounting 
treatment of depreciation of plant and 
equipment is practicable or desirable under 
present conditions to meet the problem 
created by the decline in the purchasing 
power of the dollar . . . Should inflation 
proceed so far that original dollar costs 
lose their practical significance, it might 
become necessary to restate all assets in 
terms of the depreciated currency, as has 
been done in some countries . . . Any 
basic change in the accounting treatment 
of depreciation should await further study 
of the nature and concept of business 
income. 

This at least envisages a possibility of 
change in the future, and it should be 
noted that a minority of four out of the 
twenty-one members of the committee 
expressed themselves to the contrary as 
follows: 

They believe . . . that inflation has pro- 
ceeded to a point where original dollar 
costs have already lost their practical sig- 
nificance and that where depreciation is an 
important element of cost the advantages 
which would result from a basic change in 
accounting treatment outweigh the possible 
disadvantages which have been advanced 


against it. 
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The English Institute’s memorandum on 
the taxing of trading profits, submitted 
to the Tucker Committee, makes very 
clear its appreciation of the absolute 
necessity for retaining profits for replace- 
ment purposes, in times of rising prices. 
In times of rises in price levels such as 
have been experienced since 1939, the use 
of the cost basis of profit ascertainment 
does not enable either the physical volume 
of stocks carried, or the fixed assets on 
which the output of the business depends, 
to be maintained without utilizing profits 
or new funds ... In Great Britain... 
with its high rates of taxation on profits, 
the margin of profits available to meet the 
effects of rises in price levels is inadequate 
and great difficulty is met in conserving 
the physical capacity of businesses without 
recourse to additional finance from external 
sources. Moreover, the obtaining of such 
finance may present serious difficulties. 
Within the accountancy profession there 
is, therefore, considerable difference of 
opinion on the subject of the necessity 
for changing the accounting for profits 
in the books, the vast majority at present 
being in favour of maintaining the status 
quo. But there is no difference of opin- 
ion on the wisdom of achieving the 
results which would automatically be 
achieved if inflation profits were excluded 
from revealed profits, by some system 
of conversion of original-dollar deprecia- 
tion provision to the equivalent in current 
dollars. 


Arguments Against the Necessity 
for Adjustment of Business Profits 


(1) lt would favour the common share- 
holder without helping the preferred 
shareholder or bondholder 


It is often argued that since the person 
who invests in fixed interest— or divi- 
dend— bearing securities has no redress 
or “hedge” against loss by inflation 
there can be no equity in giving the 
investor in common stocks any protection. 
If a company is allowed to charge against 
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its profits an additional sum over and 
above historical cost, to provide for fixed 
asset replacement, the amount so retained 
in the business will normally correspond- 
ingly increase the market value of the 
common stock, thus compensating the 
holder for the fall in money values. 
Looking at it from the investor's point 
of view it can certainly be agreed that, 
over a long period of years, in view of 
the downward trend of money values, 
the long-term investor at a fixed rate of 
interest or dividend is bound to lose a 
considerable portion of the real value 
of his investment, because he is endeav- 
ouring to secure the return of the dollars 
which he originally invested. But we 
know that, from individual to individual, 
there are bound to be many inequities of 
treatment. The investor at a fixed rate 
of return is presumed to invest with 
his eyes open. He is concerned mainly 
with the wish to ensure the preservation 
of his monetary capital and so he in- 
vests in a manner which gives him the 
greatest certainty of such return. He 
thus puts himself on the same footing 
as contributors to pension funds, life 
insurance, etc., all of whom are bound 
to suffer in the long run from the 
downward trend of monetary values. Yet 
why should the fact of the loss inherent 
in these types of investment mean that 
the vast body of holders of common 
stock be put in a position which would 
see the effective value of their investment 
dwindling from year to year? As we 
have seen, the accountancy profession in- 
sists on the necessity for retention of 
profits and this will protect the common 
shareholders, whether or not the profits 
themselves are actually altered. The argu- 
ment in question has, therefore, no bear- 
ing on the question of correcting the 
profits. There are other types of in- 
vestor who are, it must be remembered, 
particularly well insulated against changes 
in money values. The landowner is ob- 
viously one, or the shareholder in a land- 
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owning company, and this benefit could 
be taken away from him only by some 
form of capital levy other than inflation. 


(2) Exemption of inflation profits from 
taxation would be countered by in- 
crease in lax rates 


It is argued that, from a tax point of 
view, if inflation profits were removed 
from business profits, thus escaping tax, 
there would be no difference in the end 
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because, since government revenues must 
be kept up, rates of tax would be raised 
and the final tax collected would be the 
same. Here it is true that the aggregate 
tax collected would presumably be the 
same, but the distribution of its incidence 
throughout the business community 
would certainly be very different. This 
can be seen if we assume two corpora- 
tions with equal monetary incomes but 
greatly differing equity values. 





Opening Net 
Worth 
$ 
900,000 
300,000 


Company A 
Company B 


question, there is a fall of 10% in money 
values, so that Co. A’s net worth, ex- 
pressed in monetary terms equivalent in 
real value to the opening figure, becomes 
$990,000, while Co. B's opening net worth 
becomes $330,000. Then it is clear that, 
of the apparent profit of Co. A ($100,000) 
only $10,000 represents pure profit, the 
closing net worth of $1,000,000 being 
only that much greater than the opening 
net worth, expressed in current dollars of 
purchasing power equivalent to that at the 
start. On the same basis, however, Co. B 


Suppose that, during the fiscal year in 
has made a real or pure profit of $70,000. 


Income Closing Net Taxable Income 
Worth 
$ $ g 
100,000 1,000,000 100,000 
100,000 400,000 100,000 


$200,000 


To secure the same tax return on these 
combined pure profits of $80,000 as would 
have been obtained on the combined 
$200,000, the tax rates would have to be 
increased two-and-a-half times, if this were 
feasible. But Co. A would still pay, in 
effect, at its old rate on $10,000 x 214 ie, 
$25,000, as compared with its former tax- 
able income of $100,000, whereas Co. B 
would pay at the old rate on $70,000 x 
21%, ie. $175,000, compared with the form- 
er $100,000. The tax recovered would be 
the same, in the aggregate, as before but 
Co. A’s payment would have decreased by 
as much as Co. B’s had increased. 





(3) The danger of replacing “Known 
Measures of Value” (historical cost) 
by “Abstractions” (See Report of 
Tucker Committee) 


The Tucker Committee regards pro- 
vision for depreciation calculated on his- 
torical cost as something definite and 
“known” as opposed to “abstractions” re- 
sulting from conversion by means of in- 
dex numbers of one sort or another. The 
practicability of this conversion will be 
considered shortly, but there seems little 
advantage in retaining a known measure 
which has lost all real significance simply 


because, at one time, it represented a 
definite outlay of funds. This would 
seem to be a situation where the applica- 
tion of controlled imagination will be 
far more productive of reliable results 
than adherence to what has been but no 
longer is, and the clinging to an outworn 
tradition. 

(4) Conversion of historical cost favours 
an established or stationary business 
as compared with a new one 

This is another repeatedly asserted 
statement of the Tucker Committee. Yet 
how weak the argument seems! A new 
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concern has no past history of invested 
depreciation reserves and can therefore 
have no complaint in regard to the past. 
For the future the funds invested for 
production will need to equal the issued 
capital of older concerns of equivalent 
size, plus their retained reserves. It is 
true, as the committee says, that the new 
shareholders may be investing in the new 
company funds which they have saved 
out of taxed income. On the other hand 
they may have sold landed property for 
the purpose, in which case they will be 
investing money which has been protected 
against inflation. In any case, will a man 
who has actually made a profit from one 
source and been properly taxed on that 
profit have any legitimate complaint if 
he then has a choice of investing the 
taxed proceeds in new production, on a 
current monetary basis? On the other 
hand, will wot a man who has been 
taxed on a so-called profit which he has 
never effectively realized have a real 
cause of complaint if such taxation takes 
away part of his effective capital on the 
grounds that it is profit? 


(5) The difficulty of policing any relief 
from taxation and of ensuring the 
correctness of the converted figures 


The obtaining of uniform and truly 
representative and comparable conversion, 
from business to business, is of course 
a matter of importance. Any scheme for 
conversion should certainly be imposed 
on all concerns of like categories, to en- 
sure that the results obtained shall be 
fairly comparable as between different 
concerns. In connection with the schemes 
introduced in France, as shortly to be 
outlined, it will be noticed that certain 
conditions are imposed which necessitate 
supervision by an independent authority. 
The difficulty of providing for effective 
supervision need not be insuperable. 


(6) The inaccuracy of any basis of con- 
version 


It is often argued that conversion from ; 
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past dollar costs to costs in terms of 
current dollars of equivalent value must 
necessarily be inaccurate if not entirely 
arbitrary. But the essential aim is to 
maintain the productive capacity of the 
capital of a concern as originally invested, 
not to retain sufficient funds to ensure 
replacement of any specific asset in its 
exact original form. Consequently it is 
not necessary to attempt to use different 
indices for the conversion of different 
assets. All that is required is the use 
of one index to convert the fixed assets 
acquired in a particular year. For this 
purpose the Dominion Bureau of La- 
bour’s official published index of whole- 
sale prices is available for general use 
by all concerns. This would give very 
much more accurate and reliable results 
than those reflected by to-day’s published 
accounts, for the inaccuracy of a charge 
for depreciation of fixed assets against 
current income, in terms of dollar values 
of perhaps 10 or 20 years ago, is patent. 
In any case application of the same index 
to all concerns would ensure true com- 
parability of results and automatically 
retain out of apparent profits a figure 
approximating the dollars required to 
maintain the productive capacity of cap- 
ital employed. The approximation will 
be far more accurate than results pro- 
duced on a blind assumption that dollar 
figures may be accepted regardless of the 
changing value of the dollar. 


Practical Measures Taken in Europe 
In many European countries the issue 
has long ago been forced by the very 
circumstances distantly envisaged by the 
American Institute of Accountants. As 
illustrations mention will be made of the 
steps taken to adjust the books in France 
and Belgium, when the currency unit 
became so hopelessly depreciated as to 
make the continuance of the use of his- 
torical cost a virtual impossibility. 


(a) Accounting for Inflation in Franee 
In the case of fixed assets revalortza- 


_—e 


eS. Oe a a 
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tion (a word signifying revaluation un- 
der conditions of inflation) is permitted 
in France. Such revalorization is at 
present-worth in current francs, subject 
to a maximum of the original cost mul- 
tiplied by a fixed coefficient of increase 
officially published as the need arises. 
The corresponding accumulated deprecia- 
tion provisions are revalorized by apply- 
ing the published coefficient for each 
particular year to the annual past pro- 
visions for depreciation. The net in- 
crease in the resulting book figures of 
fixed assets less accumulated depreciation 
provisions is credited to revalorization 
reserve and is not taxable while it re- 
mains untouched. Thus far indeed it is 
merely a book entry which has not af- 
fected the profits. The revalorization 
reserve may, however, be capitalized at 
any time, e.g. by declaration of a stock 
dividend, on payment of taxes at 6%. 
In future depreciation on the book values 
of assets as revalorized is allowed each 
year for income tax. Businesses which 
have revalued are subject to certain re- 
quirements which restrict too free re- 
valorization. Thus they become liable 
to an increased rate of profits tax, 28%, 
instead of 24% for 1947. Also amounts 
equal to the extra depreciation allow- 
ances on revalorized assets, in future 
years, must be invested in productive 
installations or equipment, otherwise the 
depreciation is subject to taxes based on 
profits. But companies are said * in most 
cases to have saved far more than the 
extra 4%, tax, and the requirement of 
reinvestment, meeting a vital need, has 
imposed no hardship in genuine cases. 
It is to be noted here that provisions 
for revalorization have been made also 
in the case of investments, currency 
debtors and creditors, and inventories. 
Reserves for renewal of inventories at 
higher prices are given partial relief 





8 John Kennerly, “Revaluation of Fixed 
Assets in France”, The Accountant, Dec. 
11, 1948, p. 470. 


from income tax on certain conditions. 
The whole scheme is entirely permissive 
but, after a cautious initial reception when 
large-scale revalorization concessions were 
introduced in 1945, the new measures 
are reported to have become steadily 
more adopted in practice. Recapitaliza- 
tion plans have followed revalorization, 
incorporating revalorization reserves into 
the capital stock, thus permanently retain- 
ing inflation profits in the business as 
capital employed. The arrangements have 
been found to be practical and beneficial. 


(b) Accounting for Inflation in Belgium 

Belgium introduced provisions similar 
to those of France, as from December 
31, 1945. Distinctive features are to be 
noted, however. Thus Belgium provides 
that, on liquidation, any excess of net 
liquidation proceeds over original capital 
stock multiplied by the currency coef- 
ficient for each year of subscription shall 
be taxable. Also, where the 1939 balance 
sheet revealed an excess of debts due 
to third parties over assets other than 
those to be revalorized, an amount equal 
to such excess was denied the benefit 
of revalorization. The argument here is 
that part of the fixed assets in question 
must have been brought out of loan capit- 
al as distinct from capital stock or profits. 
To allow revalorization of such part 
would be to conserve in the business 
more than the original ownership capital, 
thus benefiting persons other than those 
who had borne the loss from inflation. 


Isolated Action in 
North America and Great Britain 


(a) United States Steel Corporation 
Mention has already been made of 
the extra charge made against profits 
by United States Steel Corporation in 
1947. This amount of $26,300,000 was 
“added to cover replacement cost’, and 
a note to the accounts said: “The added 
amount is 30% of provisions based on 
original cost, and is a step towards stat- 
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img wear and exhaustion in an” amount 
which will recover in current dollars of 
diminished buying power the same 
purchasing power as the original ex- 
penditure . . . The 30% was determined 
partly through experienced cost increases 
and partly through study of construction 
cost index numbers.” Throughout the 
first three quarters of 1948 the corpora- 
tion continued to make a charge for 
additional replacement cost at the increas- 
ed rate of 60%. However, at the year 
end, as a result of action by the Securities 
and Exchange Commission and _ the 
American Institute of Accountants, the 
company changed to accelerated deprecia- 
tion, while still affirming its conviction 
of the correctness of its former action. 
The change was made as from the 
beginning of 1947 and resulted in a still 
further charge against the profits of 1947, 
amounting to $2,675,094. In its 1950 
accounts the procedure is described as 
follows: ‘The accelerated depreciation is 
applicable to the cost of postwar facilities 
in the first few years of their lives, when 
the economic usefulness is greatest. The 
amount thereof is related to the excess 
of current operating rate over U.S. Steel's 
long-term peacetime average rate of about 
70% of capacity. The annual accelerated 
amount is 10% of the cost of facilities 
in the year in which the expenditures 
are made and 10% in the succeeding 
year, except that this amount is reduced 
ratably as the operating rate may drop, 
no acceleration being made at 70% or 
lower operations. The accelerated depre- 
ciation is in addition to the normal 
depreciation on such facilities but the 
total depreciation over their expected 
lives will not exceed the cost of the facil- 
ities.” The failure of accelerated deprecia- 
tion as an answer to our present problem 
lies, of course, in the last sentence. It 
writes off nothing more than historical 
cost, while charging the earlier years of 
an asset’s life more heavily than the later 
years. For the same expressed purpose 
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of charging most heavily the years when 
the economic usefulness of capital assets 
is greatest Canada has gone over to 
diminishing balance depreciation in 
determining taxable profits. Similarly the 
Tucker Committee in Britain recommend- 
ed increased initial allowances, amount- 
ing in effect to an interest-free loan which 
is gradually reduced by reduction of 
depreciation allowances in later years. 
Yet while the financing of heavy capital 
investment may be facilitated by such 
means they not only fail to remove in- 
flation profits from the profit and loss 
account but they add to the distortion 
of profits from the accounting point of 
view. The initial large allowances result 
in correspondingly smaller provision for 
depreciation in the later years and the 
true trend of profits is distorted. 


(b) Imperial Chemical Industries Ltd. 


A much more recent and outstanding 
example of individual initiative is that 
revealed by the final accounts of Imperial 
Chemical Industries Ltd., for the year 
to December 31, 1950, and the directors’ 
report for the year. In this case not only 
has the company amended its profit figures 
but it has written up in its books and 
in the balance sheet the values of its 
depreciated fixed assets. The company’s 
procedure may be summarized as follows: 


(1) The chief engineers and chief 
accountants in collaboration, under the 
guidance of a small committee to ensure 
reasonable uniformity in methods em- 
ployed, calculated the current replace- 
ment cost of each of the fixed assets “hav- 
ing regard both to the proportion of 
depreciation appropriate to its expired 
life and to the estimate of the company’s 
engineers as to its probable future work- 
ing life’. Thus it is to be noted that the 
new value is the depreciated current cost 
having regard to the age of each asset, 
not the full cost of present-day replace- 
ment of the asset as new. 


a a a a a a a 
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(2) The capital assets have been 
written up in the books and on the 
balance sheet, as at January 1, 1950, to 
the revised figures. It must be remem- 
bered that Britain normally credits its 
depreciation provisions not to an account 
for such accumulated depreciation but 
direct to the asset account. Consequently 
the credit arising from the revaluation 
is divided into two divisions of capital 
reserve. The first for £58,227,768 rep- 
resents the amount previously written 
off the assets as depreciation and now 
freed by the revaluation. The second 
for £37,892,505 represents the balance 
of the increase. The total increase of 
£96,120,273 represents somewhat more 
than 100%, of original cost. 


(3) The directors point out that the 
revaluation has increased the accuracy of 
depreciation calculation since it has been 
possible to calculate the charge separate- 
ly for each item of plant, or each group 
of items where convenient, “by dividing 
the new present value of the plant by 
the number of years of useful life re- 
maining’. Previously the company made 
a lump sum charge annually. 


(4) To provide funds for replacement 
of the difference between the values of 
the assets in their new and their used 
condition the company has decided “that 
the proper course is to supplement the 
depreciation charge computed on the new 
basis by an additional reserve to be built 
up by appropriating out of profits each 
year such extra amount as appears desir- 
able on the information then available’. 
For 1950 the amount so appropriated is 
£5,000,000, credited to capital reserve as 
a reserve for obsolescence and replace- 
ment of assets. Presumably they intend 
always to provide for inadequate ac- 
cumulation of depreciation provisions for 
past periods by such appropriations of 
profits. This bold and drastic action taken 
by a company with vast depreciable fixed 
assets is a signal example to other com- 


panies which may well follow suit. The 
effect on the balance sheet at December 
31, 1950 is a writing up of the depreciat- 
ed fixed assets by £96,120,273 to £186,- 
743,716, i.e. by over 100%. As was 
pointed out in the case of the revaloriza- 
tion in France, this entry in itself is 
not of the greatest significance except 
as revealing the huge accumulated effect 
of inflation on the position as revealed 
by the accounts. However, the annual 
effect on the profits is tremendous 
and is indicative of the toll levied by 
income tax on the capital resources of 
such companies through taxing as profit 
what is, in effect, capital. For the con- 
solidated profit and loss account of Im- 
perial Chemical Industries Ltd. and its 
93 subsidiaries for the year to December 
31, 1949, contained a charge of only 
£6,660,622 for depreciation, whereas the 
charge for the following year is £8,694,- 
823. It is true that the 1950 profit and 
loss account covers 100 subsidiaries, but 
the company’s own balance sheet reveals 
that its depreciation charge for the year 
to December 31, 1950, is £8,597,735, 
so that the charge against the profits 
must have increased by about 30%. 

Thus I.C.I. has done just what U.S. 
Steel was not allowed to do. It has 
charged the increased depreciation provis- 
ion against its profit and loss account, not 
against surplus, thus reducing its revealed 
profit by some £2,000,000. The auditors 
in Britain have given an unqualified re- 
port to the accounts because the effect 
of the revaluation of assets is fully 
revealed in the balance sheet and the 
consolidated profit and loss account, and 


‘in Britain there is no controlling author- 
ity such as the Securities and Exchange 


Commission to say the company nay. The 


‘company’s action certainly goes against 


the recommendation of the Institute of 
Chartered Accountants in England and 
Wales but they did not and could not 
prohibit it, and they envisaged the pos- 
sibility of such action when they said: 
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“If such transfer to reserve is shown 
in the profit and loss account as a deduc- 
tion in arriving at the balance for the 
year, that balance should be described 
appropriately.” The company simply 
describes the balance as “consolidated in- 
come after taxation’. The important thing 
is that the company achieved its one 
great object—the stating of annual profit 
in terms which do not mislead manage- 
ment, shareholders, trade unions, credit- 
ors, or anyone else into imagining that 
the extra dollar capital available to the 
company at the end of the year, as com- 
pared with that at the beginning adjusted 
for changes during the year, actually 
represents true profit for the year. 


Possible Courses of Action 


We still seem so far from any real 
possibility of agreeing on concerted action 
for adjusting company accounts to show 
up and isolate the results of monetary 
inflation that many will dismiss concrete 
suggestions as purely academic and im- 
practicable. But it does not take much 
imagination to conceive that, sooner or 
later, something drastic will have to be 
done if we are indeed in an age of in- 
flation and prices continue to advance. 
Public accounts will have to be brought 
nearer to the true facts which they pur- 
port to reveal. The difficulties to be 
overcome are very great and the aver- 
age businessman and indeed the average 
accountant will no doubt need to be 
educated along new lines of thought be- 
fore we are likely to see any general 
change in accounting as a whole — unless 
inflation itself becomes so serious that all 
our accounting traditions break down 
completely and the whole situation is 
taken out of our hands by the collapse 
of our currency. On this side of the 
Atlantic it is difficult to conceive of any 
such possibility. Germany, France, Italy, 
Hungary, and many a European country 
know something about it by bitter ex- 
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perience. We must remember that these 
things do happen and that accounting 
can deal with them. The one great in- 
centive that might bring results really 
quickly is the removal of taxation on 
inflation profits. For evidence of what 
this might do to achieve speedy altera- 
tion in our accounting methods we have 
only to note the large-scale adoption of 
LIFO accounting for inventories in the 
U.S. once it was accepted by the tax 
authorities. The fact of its adoption, for 
example, by vast departmental stores with 
rapid turnover of inventories, which 
greatly reduces the adverse effect of in- 
flation, shows how strong is the attrac- 
tion of income tax reduction. Yet little 
is likely to be achieved if we wait for 
this. It has always been true that the 
accountant should lead the income tax 
authorities in his own specialized field of 
accounting. 


(a) The Use of Indices 


There are reliable indices available 
which give us a record of changes in 
the value of money, in the general level 
of prices, far back over the years. They 
are accepted by economists as reasonably 
accurate and objective but the average 
professional accountant shuns such indices 
like the plague. He wishes to stick to 
facts and for him facts are represented 
by figures of original dollar costs. Even 
to-day many an accountant will fight 
tooth and nail against the removal of 
cents from the balance sheet because 
for him this makes the balance sheet 
inaccurate. Nothing will persuade him 
that true accuracy cannot result from the 
use, at the present day, of units of value 
that have lost all significance alongside 
other units having the same name but 
a very much smaller current purchasing 
power. Accuracy is always a relative term. 
In an important recent statement on the 
subject a special committee of the Amer- 
ican Accounting Association has _ ex- 


pressed its opinion ‘“‘that the errors in- 
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herent in index number construction are 
relatively unimportant where substantial 
changes in price levels are involved’. 
In the U.S. it suggests that the Bureau 
of Labour Statistics index of wholesale 
prices is “one reasonably accurate and 
objective instrument for adjusting origin- 
al dollar costs to reflect changes in the 
value of the dollar’. Once the account- 
ancy profession itself agrees to the pos- 
sibility of accepting such an instrument 
for the purpose of converting figures 
in the accounts the next question will 
be the accounting treatment. It will be 
noted that conversion by general price 
index recognizes that the essential need, 
as has already been stated, is to main- 
tain productive capacity in an age of 
continued inflation so that, as invested 
capital becomes realized in the ordinary 
course of business, it shall be available 
to management in dollars of aggregate 


(1) Select a base year for index 100. 

(2) Express the cost of assets acquired in 
any year in the equivalent for the base 
year, by applying the ratio of the in- 
dices of the two years. 


(3) Calculate depreciation at the rate ap- 
propriate to each class of asset on the 
converted equivalents in (2) and ag- 
gregate the results. 


Level Changes and Financial Statements”, 
p. 471. 
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productive capacity equal to that of the 
dollars originally invested, for reinvest- 
ment in whatever direction may be most 
suited to changing conditions and the 
needs of the company concerned. 


(b) Accounting Treatment 


The two items most urgently needing 
conversion in the accounts will be the 
fixed assets and the inventories of raw 
materials, work in progress and finished 
goods. The mechanics of conversion of 
fixed assets will necessitate detailed plant 
records, but such records are already a 
necessity under the income tax regula- 
tions. For practical suggestions as to 
how conversion of plant assets by means 
of indices may be effected reference may 
be made to Mr. Angus Macbeath, C.A., 
A.C.W.A., who has written expansively 
on the subject.* His procedure may be 
briefly set out as follows: 











Index 
Say year 1940. ~ 100 
Plant bought in 1950 for $29,00vU: 200 
1940 equivalent $ 
100 
$20,000 x - 10,000 
200 
Plant bought in 1947 for $7,500 150 
1940 equivalent 5,000 
100 es 
$7,500 x - $15,000 
150 
Building bought in 1936 for 
$36,000 90 
1940 equivalent 
$36,000 x 2 $40,000 
90 
Plant depreciation 10% of 
$15,000 1,500 
Building depreciation 214% of 
$40,000 1,000 
Aggregate depreciation on 2,500 





1940 converted equivalents 


8 “Depreciation and Renewal of Assets hav- 
ing Fluctuating Values”, Gee & Co., Lon- 
don, 1948. 
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(4) For each asset multiply its cost equiv- 


(6 


(7 


~ 


~ 


alent for the base year by the number 
of years of its expired life. 


Calculate at the appropriate deprecia- 
tion rate on each aggregate in (4). 


Multiply the details in (3) by the 
index for the current year, giving the 
depreciation charges for the current 
year in converted figures. 


Multiply the details in (5) by the 
index for the current year, giving 
the accumulated depreciation required 
to the end of the current year, having 
regard to price changes. 


Plant bought in 1950 10,000 x 
2 20,000 (2 years expired 


to end of 1951) 
1947 5,000 x 5 


Building bought in 
40,000 x 16 


1936 


Plant: 

10% of $45,000 
Building: 

214% of $640,000 
Index for 1951 


Plant depreciation 


$1,500 ic 
, ».* a 
100 


Building depreciation 


$1,000 x 


Total depreciation for 1951 


210 
Plant $4,500 x —_— 
100 
210 
Building $16,000 x 
100 


Required accumulated 
depreciated provision 


Deduct: Accumulated provision 


for depreciation at 1/1/51 

Building: 214% for 
15 years 

Plant: 10% on: 
$7,500 for 4 years 3,000 
$20,000 for 1 year 2,000 


13,500 





Deduct: Depreciation provis- 
ion for 1951, in converted 
figures as in (6) 


Extra provision required for 
depreciation prior to 1951, 
due to fall in money values 


25,000 





45,000 
640,000 





$ 4,500 


16,000 


3,150 


2,100 





$ 5,250 





9,450 


33,600 


$43,050 





18,500 





24,550 


5,250 





$19,300 








210 
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From the above it will be seen that, 
once the suitability of the indices has 
been accepted, their application in regard 
to fixed assets is not a very complicated 
matter. Calculation of the equivalent base 
indices is made in the year of purchase 


1. Debst: Profit and Loss Account: 


WIDE UCRONMANONE 52 6.53 cisssessqostessensinaicres 
Building depreciation ..................:.0005 


Credst: 
Accumulated Depreciation Provision 


2. Debit: Surplus or Price Change Adjustment Account 19,300 
Credit: Accumulated Depreciation Provision 


In entry 2 above, the desirable debit 
is to surplus if funds are available. Other- 
wise no actual funds are being accumu- 
lated to replace the loss of productive 
capital that has taken place in 1951, in 
respect of years prior to 1951, through 
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and all later calculations stem from this. 
For conversion of the accounts, whether 
actually in the books or only for prepara- 
tion of supplementary statements, entries 
using the above figures will be required 
as follows: 


rete : 150 } Provision for deprecia- 

One 2 100 tion for 1951, on the 

rae Wg cae . basis of converted as- 
set figures. 

Soh Ag 5,250 — 


> Amount required to 
adjust the accumulated 
19,300 provision for past 


years. 


the fall in value of the funds set aside 
for depreciation in such prior years. To 
set up the fixed assets at their current 
dollar equivalents, either in the books 
or merely for entry on a supplementary 
balance sheet, the entry required will be: 





Debit 
I Sects ae NR eal tl ty ie gee he Gi ee ice A ema $1,500 
(Aggregate base equivalent $15,000 x — ) 
RN ote ie he Dc as ca, 1 Eh nde al) ae, 2 at Bee 4,000 
(Base equivalent $40,000 x 8 ) 
100 
Credit 
Price Change Adjustment A/c. ..............c:cc0cccccceee 5,500 


In this entry the number of points 
that the value of the general purchasing 
power of money has fallen during 1951 
(from index 200 to index 210) is applied 
to the base equivalents as calculated in 
the year of purchase. This gives the 
aggregate price change adjustment re- 
quired for the year to convert aggregate 
historical costs to the current cost equival- 
ents, assuming that similar adjustments 


have been made up to the beginning 
of the year. The initial adjustment in the 
year when the first adjusting entry is 
to be made will be based on the number 
of points changed for each asset since 
the year of purchase. Thus, if no adjust- 
ing entry had, in the above example, 
been made prior to 1951, the entry would 
have been: 
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Debit 
Plant (bought in 1947) 


($5,000 x 





, the change from 


Plant (bought in 1950) 


1 
(10,000 x - Pe the change from 
100 


Building (bought in 1936) 


($40,000 x “ , the change from 





Credit 


Price Change Adjustment A/c. ............ 


(c) Accounting Treatment: Inventories 


Where inventories are relatively small 
and speedily turned over it may not be 
necessary to make any adjustments for 
changing money values. Otherwise con- 
version of records kept on a perpetual in- 
ventory basis should be made monthly so 
that charges for consumption may be cor- 
rect each month. Issues would best be 
charged out on the first-in first-out basis 
which, in my opinion, most properly 
gives the true trend of profits. Inven- 
tories will thus be valued at the most 
recent prices and it should be possible 
to group them for purposes of conver- 
sion. In any case, once the initial con- 
version has been made the monthly 
adjustment will be a simple matter, by 
application of the ratio of the current 
month’s index of general purchasing 
power to that for the preceding month. 
Price change adjustment account will be 
credited with any increase or debited 
with a decrease. Under the last-in first- 
out method of inventory valuation, of 
course, a price change adjustment has 
already been made automatically by 
charging out issues at the latest prices. 
The effect is that issues are priced at 
what is, as nearly as possible, their ac- 
tual replacement value, while the inven- 
tory is left at a completely fictitious 
value. If it is agreed, however, that the 
general price level is the desirable index 
of conversion, rather than a specific index 
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index 150 to 210 being 60 points) 3,000 
index 200 to 210 being 10 points) 1,000 
index 90 to 210 being 120 points) 48,000 
Pee eRe Tetuae ct Soe toeeccncet ts steseecsnattns 52,000 


applicable to each particular asset, then 
LIFO clearly is at odds with this prin- 
ciple. 
(d) Accounting Treatment: Other Items 
Affected by Price Change 

If it be accepted that the final object 
of adjusting financial statements to re- 
flect changes in dollar values is the 
maintenance of constant productivity for 
the capital invested, then it seems clear 
that adjustment should go beyond cor- 
recting fixed asset values, the applicable 
accumulated depreciation provisions and 
inventories. It has been seen, in rela- 
tion to the Belgian scheme for revalor- 
ization, that some attempt was made to 
offset changes in fixed asset values by 
corresponding changes in fixed liabilities, 
if they could be regarded as having been 
incurred for the purpose of financing 
the purchase of those fixed assets. In line 
with this it may be agreed that revalor- 
ization of balance sheet items should 
extend to the liabilities side. Any in- 
crease in inventory or fixed asset values, 
less accumulated depreciation provisions, 
will then be countered not wholly by 
increase of net worth items but also by 
increase of liabilities. This adjustment 
will not be made in any published ac- 
counts, since the creditors will be repay- 
able in the original monetary units, but if 
presented to management it will indicate 
the extent to which funds should actually 
be retained in the business out of surplus 
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~- 
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to make good price change losses not 
chargeable against the profits of the cur- 
rent year. The mere entry debiting fixed 
asset accounts and crediting price change 
adjustment account does not conserve 
any funds, and the management should 
each year make its decision as to the 
funds to be set aside. Consideration of 
the price change losses borne by fixed 
creditors will be a material factor in this 
decision. Also, some part of the product- 
ivity of net worth is bound to be lost, 
in times of inflation, through the ab- 
solute necessity for keeping part of the 
capital funds in current form, as liquid 
assets (cash, accounts receivable, etc.) to 
provide working capital. In a statement 
presented to management the amount 
by which any debit to price change ad- 
justment account, arising from corres- 
ponding credits to capital stock and other 
net worth accounts, exceeds the credit 
to that account arising from the fixed 
asset adjustments will reveal the cost, 
in economic loss to the company, of 
keeping funds in liquid form. 


When the Tide Turns, What Then? 


Of course, changes in accounts to re- 
flect changing money values cannot all be 
in the same direction. When prices fell 
in a period of deflation adjustments of 
depreciation provision and inventories 
would still have to be made with a re- 
versed trend. It is quite possible that 
the depreciation charge in some year 
might be of smaller numerical dollar 
value than depreciation on historical cost 
and no doubt businessmen would feel 
that they were being deprived of a legi- 
timate charge against profits in that year. 
But if, to go to extremes, a balance of 
dollars were left on the asset account 
at the end of the asset’s life, because of 
a fall in money values since acquisition 
of the asset, it would simply mean that 
over the life of the asset a smaller num- 
ber of dollars of effective capital had 
the same productive capacity as the 
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quantity originally invested had at the 
time of investment. Consequently the 
debit balance remaining on the asset ac- 
count could properly be written off 
against earned surplus thus adjusting, in 
effect, the original net worth to its current 
dollar equivalent. The essential thing is 
that the depreciation charge against prof- 
its each year has been calculated in 
dollars of the same purchasing power 
as other expenditure and income, so that 
each year’s profit has been correctly de- 
termined. 


Conclusion 

There are signs that we are drawing 
nearer to official recognition of the neces- 
sity for publishing income figures cor- 
rected for changes in monetary values. 
A recent report ® published by the Amer- 
ican Institute of Accountants recommends 
that companies whose securities are wide- 
ly held should publish converted supple- 
mentary income statements, additional to 
the primary statements prepared on con- 
ventional lines. Of particular signific- 
ance for the accounting profession is the 
report’s suggestion that this information 
be given “as part of the material upon 
which the independent accountant ex- 
presses his opinion’’. This brings account- 
ants into the picture more definitely 
than any other official recommendation 
made thus far, and it is to be noted 
that both the chairman of the reporting 
committee, Mr. P. F. Brundage, and Mr. 
George O. May, who framed the re- 
port, would have gone further in the 
direction of change, though other ac- 
countants would not have gone so far. 
Given the conviction that present account- 
ing methods do not present a true pic- 
ture in this age of inflation it can hardly 
be doubted that better methods could be 
devised. Who indeed can doubt that if 
the income tax authorities were to-morrow 
to announce that, in calculating taxable 


®“Changing Concepts of Business Income”, 
MacMillan, New York, 1952. 











income, depreciation provision might in 
future be made on the basis of curreat 
dollar values from year to year, ways and 
means would speedily be found for mak- 
ing the necessary calculations? The way 
may not be easy but, in the search for 
truth, obstacles must be expected and 
they must be circumvented. If the bot- 
tom were to drop out of the dollar at 
this moment our accounts would cer- 
tainly have to be altered. If it fell to 





104 The Canadian Chartered Accountant, September, 1952 


half its value in one year we would have 
to do something about it. Since it bas 
dropped to half its value in a dozen 
years and many of the original capital 
assets still have plenty of life left, let us 
give our attention to correcting tardily, 
at least in our annual income statements, 
the misleading results which are being 
presented by out-of-date traditional meth- 
ods of accounting devised to meet the 
needs of a very different age. 


WHERE IS MICKEY’S FIN? 
Mr. J. M. Meikle, C.A., Edmonton, was somewhat startled recently to receive 


the following reply to a request for confirmation of an account receivable:— 
Sirs: Your enquiry re balance owing me by X Co. Ltd. is quite correct. Except for 


interest that is! 


In fact the first one or two you sent were also correct! Unfortunately they will not 
fit my cash register; admittedly an old style, but with the nicest bell. 

I enclose as an excuse for the above a very small account to X Co. Ltd., which you 
will see is marked “collect” which means the carrier delivering the goods collects, deducts 
his share, and remits the balance to the connecting carrier, in this case our friend, X Co. 
Ltd. However, did I get the chance to collect and thereby get my $5.10 owing since 
August 1951? You bet I did not, because our same fiend — pardon me, “friend” — was 
on the bit and billed A Bros. quick like, and beat little me to it. 

Seriously though, I know we can all get in trouble easily and quickly, but if we 
want others to play ball and wait a while for payment, should we not do likewise? 

I feel this sharp practice is an indication that my $5.10 is also gone with the wind, 
so please do not ask to have any more “confirmations” returned as stamps cost money, 


and why waste ‘em? 


Imagine for a moment me hurrying to A Bros. store with the account clutched in 


my hot little hand and alas! no bananas. 


Honestly, don’t nobody in X Co. Ltd. (not even Mr. X himself) have five bucks? 
Does he eat? Buy even a teensy mickey sometimes? Well, I like to, too; I’m a trucker, 
too; I blow tires, too. If it was five hundred, but five, shucks anybody can pay five. Oh, 
don’t worry about the legal angle, I won't squeal. 


Yours in hope, 
“MICKEY LITTLE” 
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The Accountant 
In Industry 


By George Moller, D.Jur., C.A. 


The historical development of 
the accountant in industry, his present and future roles 





Introduction 


N the “Accounting Terminology for 

Canadian Practice’ prepared by the 
Committee on Accounting Terminology 
of The Canadian Institute of Chartered 
Accountants, issued in 1938, we find 
‘‘Accountant’”’ described as “one skilled 
in accountancy”. ‘‘Accountancy’ is de- 
fined as: 

The science (or art, according to in- 
dividual preference) of recording financial 
transactions of business or other organiza- 
tions, preparing from such records state- 
ments showing the progress and standing as 
to worth of the business, analyzing such 
statements and drawing therefrom infer- 
ences or conclusions for the information of 
proprietors and management or others con- 
cerned, and determining costs. The term 
is also used to describe the accountants 
profession. 

We may be permitted to substitute the 
word “industry’’ for the words “busi- 
ness or other organizations” in this de- 
finition and thus derive a description of 
our subject. 


Historical Background 
It is self-evident that commerce and 
finance existed and flourished centuries 


before industry, based chiefly on ma- 
chinery, as we understand the term to- 
day, came into existence and prominence. 
This applies even to this young continent 
in its initial colonial farming and fish- 
ing era. It may be permissible to state 
that the use of accountancy for farming 
and fishing is certainly not older than 
the imposition of income tax, which on 
this continent was a sequence to the First 
World War. The accountant in commerce 
and finance and his corollary the public 
accountant, concerned chiefly with clients 
engaged in trade, preceded the accountant 
in industry by generations. 

The first organized body of account- 
ants in Canada was the Dominion As- 
sociation of Chartered Accountants, now 
known as the Canadian Institute of 
Chartered Accountants. The leading ac- 
countants in industry came, therefore, 
largely from the ranks of public ac- 
countants, whose growing organizations 
had recognized and taken upon them- 
selves the task of systematical education 
for the profession early in this century. 
There is no doubt that they were largely 
aided by the experiences of the parent 
organizations in England. 


A paper submitted to the Sixth International Congress on Accounting, London, June 1952 
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Cost Accounting 


Accountants in industry are largely in- 
terested in cost determination. It is 
therefore only natural that accountants 
in industry developed cost accounting as 
their special field. Cost accountants start- 
ed to organize on this continent about the 
end of the First World War. The Na- 
tional Association of Cost Accountants in 
the United States has grown to be one 
of the most important accounting organ- 
izations in the world. Its publications, 
the N.A.C.A. Bulletin and the annual re- 
production of the proceedings of the In- 
ternational Cost Conferences in book 
form, are one of the important sources of 
cost information. 


At the same time industrial accountants 
organized themselves in Canada under 
the name of the Canadian Society of Cost 
Accountants and Industrial Engineers, 
which was later changed to the Society 
of Industrial and Cost Accountants of 
Canada. Apart from its published liter- 
ature, the outstanding contribution of 
this society to the advancement of the 
accountant in industry has been in the 
realm of education. 


The Canadian Society, in co-operation 
with leading universities, has organized 
courses of study and provided for the 
instruction of students in the field of 
industrial and cost accounting. Instruc- 
tion is given through the medium of 
correspondence courses and evening lec- 
ture classes with nineteen universities 
participating. All instruction is based 
upon a standard syllabus, and nation- 
wide uniform examinations are held an- 
nually. In each Province the Society is 
empowered by government legislation to 
confer upon its qualifying members the 
right to use the designation “R.I.A.” 
(Registered Industrial and Cost Ac- 
countant). To qualify as a registered 


member, it is necessary to complete the 
courses of study, pass the prescribed ex- 
aminations, submit an acceptable cost ac- 
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counting thesis, and have a minimum of 
four years’ practical experience. 


Present Role of 
Accountants in Industry 


In defining the role of the accountant 
in industry I wish to lean on an article 
by Irving D. Daws, ‘‘Duties and Respons- 
ibilities of the Accounting Executive’’.' 
According to Mr. Daws, the accounting 
executive should primarily take responsi- 
bility proven by his willingness to back 
his own knowledge and judgment by 
making decisions and choices on his own 
initiative instead of referring them to 
his superiors. His chief qualities should 
be accuracy and reliability. On the in- 
formation produced by the accounting 
executive the president and board of di- 
rectors must base their decisions. His 
knowledge of company conditions must 
be derived from daily contact not only 
with his own department or division, but 
also with other executives, divisions, and 
departments of his company. For this 
purpose the accounting executive usually 
has direct access to all the departments 
in plant and offices. 


The accounting department is a service 
department and therefore cannot limit its 
activities to accounting and auditing func- 
tions but should at all times on its own 
initiative disseminate information to other 
departments which should aid these de- 
partments in their operations. This will 
often avoid the setting up of the statis- 
tical records and separate recording sec- 
tions within operating divisions or de- 
partments, caused usually by the lack of 
information coming from the legitimate 
source, i.e. the accounting department. 
The accounting executive should be pre- 
pared at all times to assume special tasks 
like examinations and investigations for 
other departments, thus proving his value 
as provider of all information which can 


1 N.A.C.A. Bulletin, Vol. XXIX, No. 12, 


February 15, 1948. 
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be derived from records and figures or 
for which measurements can be set up 
and explored. The chief executive ac- 
countant, who in the United States and 
increasingly in Canada has the title of 
comptroller (or controller), should be 
the ideal co-ordinating link between the 
heads of the operating and sales and 
procurement divisions. 


A properly organized accounting de- 
partment should produce statements 
showing the results attributable to each 
department for which the department 
head is responsible. These reports are 
the basis for comparison between the 
efforts contributed by the various depart- 
ments, but also disclose shortcomings 
often stemming from a lack of co-opera- 
tion between the various departments. 
If the chief executive accountant can con- 
vince the heads of the departments of the 
immediate effect their co-operation or 
lack of co-operation will produce, he 
has fulfilled one of the main tasks of 
his position. The accountant in industry 
has also the permanent task of educating 
all members of the management team in 
its largest sense, i.e. from the president 
down to the last supervisor, foreman and 
lead-hand in financial matters. Only if 
he succeeds in convincing every member 
of the organization of the necessity of 
accurate recording, and can persuade 
them to contribute their share in becom- 
ing exponents of accounting in each in- 
dividual work centre, section, and depart- 
ment, can he hope to achieve the ultimate 
aim of accounting, which is not only re- 
porting of the past, but also ascertaining 
the present and intelligently forecasting 
the future. 

In an article “The Accountant’s Place 
in Management’, by Ralph C. Mark,? 
the author, who is the director of the 
cost analysis section of the comptroller’s 
staff of the General Motors Corporation, 





? October, 1948, issue of Cost and Manage- 
ment. 
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recalls the time when the accountant was 
considered as purely a book-keeper and 
necessary evil whose duty was only to 
record the financial happenings. Accord- 
ing to Mr. Mark, facts still have to be 
accurately recorded, but the accountant 
has to be able to analyze those facts to 
determine their meaning. He must set 
standards and use them to appraise the 
present and forecast the future. He must 
be able to simplify his analyses and 
present them understandably. To quote 
from Mr. Mark’s article, the ‘‘account- 
ant’s opportunity is unique in that he is 
in a position to help to interpret the 
results of the talent represented in man- 
agement”. Mr. Mark explores the areas 
of development and experimental work, 
both current and long-range, in which 
the accountant and engineer are comple- 
mentary to each other in securing and 
transmitting information to top manage- 
ment for decision and action. In the 
field of procurement, the accountant must 
record the cost of material procured and 
measure it against the standards included 
in the price of the product. He should 
consider whether it would be better to 
manufacture certain parts than to pur- 
chase them at the outset. 


In the area of personnel problems, the 
accountant must furnish management 
with the effect of increases in employees’ 
earnings and their effect on costs and 
prices. In an increasing manner or de- 
gree retirement and profit-sharing plans 
become part of the industrial pattern on 
this continent. It is the accountant’s 
function to explore the possibilities of 
profit-sharing programs, and to pre- 
pare and support the arguments which 
prove that an incentive participation in 
the results of the company’s operations 
will produce increased efficiency and 
larger net profits after the participation, 
3 ‘The Case for Profit Sharing’, Sartell Pren- 

tice, Jun., N.A.C.A. Bulletin, January, 1952, 

Sec. 1. 
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thereby steadily improving the standard 
of living through increased production 
of goods and services. This develop- 
ment is the only real bulwark against 
the totalitarian assault on a world which 
wishes to stay free. 


In stressing some of the important 
aspects of the accountant in industrial 
management, Mr. Mark further states: 


Relative comparisons of cost and price 
trends must be accurately interpreted and 
furnished to management at a time when 
something can be done about it, not at a 
time too late for corrective action. It is 
particularly important to give top-level 
Management, without prompting, data as 
to how costs and profits will be affected by 
various factors such as the effect of differ- 
ent volumes of capacity and sales; different 
methods of manufacturing or marketing; 
the addition, elimination, or alteration of 
products; employee analyses as to type of 
labour performed, labour turnover, labour 
efficiency; the effect of cutting prices, or 
raising prices, spending money, not spend- 
ing money, etc. Finally, the good account- 
ant must have a broad perspective of the 
business. By developing the management 
viewpoint he will be better able to recog- 
nize and pick out the facts that are es- 
pecially significant and should be presented 
to other members of the management. 


For this purpose the executive account- 
ant in industry should have a good 
knowledge of economics and should be 
thoroughly schooled in interpreting re- 
ports on the economy of the country and 
the world for their application to the 
problems of his own enterprise. He 
should, on the other hand, be also able 
to produce reports on the function of his 
own enterprise in such form that statistics 
of general interest can be derived from 
these reports and top organizations like 
the Manufacturers’ Association can make 
. country-wide policy decisions based on 
such reports. There should be a definite 
“give” and “take” in the sphere of re- 
porting in industry. 


From Bookkeeping 
To Interpreting and Forecasting 


The change in the meaning of “ac- 
counting” can easily be seen when one 
compares a definition of accounting as 
adapted from Reisch-Kreibig’s standard 
book Bilanz und Steuer (Vienna, 1914): 


accounting means the total of all re- 
cords which are intended to prove system- 
atically the status and changes of the for- 
tune of an enterprise as well as its success 
or failure; 


with the vivid description of accounting 
given by Professor Carl T. Devine in his 
text-book, Cost Accounting and Analysis 
(New York, 1950): 


The bookkeeping and accounting routine 
consists of gathering the information from 
underlying documents, summary sheets, 
executive estimates, etc.; checking the ac- 
curacy of all calculations; sorting the rele- 
vant information from these data, recording 
the information either in intermediate re- 
cords of original entry or directly to the 
final summary accounts (ledgers); posting 
the data to ledger sheets; testing the accur- 
acy of the ledgers (and journals); adjust- 
ing the books for items which were neglect- 
ed in detail during the period; preparing 
fundamental statements and schedules; clos- 
ing the books; and to some extent inter- 
preting the accounting data. Just where the 
accounting work in a strict sense begins 
and where it ends leads to an interesting 
but fruitless discussion. Some amount of 
filling in business forms may, if desired, be 
classified as accounting, and some analytical 
ability in the interpretation of statements is 
not too much to expect of the bookkeeper. 
It can be easily seen from the com- 

parison of these two definitions that the 
former entirely historical character of ac- 
counting has been improved by adding 
the interpreting phase. This, of course, 
is by far not enough. The writer thinks 
that it is fairly accurate to claim that 
accounting is, in the middle of the cen- 
tury, increasingly looking to the future 
instead of concerning itself with the past. 
No one can deny that budgeting and 
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budgetary control have become common 
tools of executive accountants on this 
continent. In a recent article by J. W. 
Gladson, ‘“The Accountant's Part in Crea- 
tive Management’’,* the author condenses 
the questions which the accountant should 
be able to answer to the manager to the 
following four: 

(1) How have we done up to now? 

(2) How are we doing at the present 
time? 

(3) How will we do in the future? 


(4) What will be the effect of doing 
so-and-so? 

The third and fourth questions indicate 
the new trend in accountancy in industry. 
According to Gladson, the accountant is 
in a splendid position to make an im- 
portant contribution to management plan- 
ning by using the tools he has at his 
disposition. His presentation may be in 
the form of detailed budgets of sales costs 
at different assumed levels of future ac- 
tivity. If the accountant cannot find a 
basis for a forecast, management has to 
work out the answer some other way. 


The answer to the question, “What 
will be the effect of doing so-and-so?” 
is one of the problems of management 
and often spells the difference between 
good and poor management. It is the 
accountant who will, in most cases, have 
to answer the question, “How will this 
affect us?” The accountant must develop 
the technique of calculating the isolated 
effect of major changes in the current 
business picture in order to be able to 
show management the current level of 
estimated profits without waiting for 
books to be closed. The same method 
of specific estimations is used in calcul- 
ating the effect of proposed changes, new 
business, plant expansion, etc. When the 
accountant is constantly called upon to 
answer the fourth question quoted above, 


* N.A.C.A. Bulletin, Vol. XXXIII, No. 1, 
September, 1951. 


he will be participating in management 
planning. The following is a quotation 
from the concluding paragraph of the 
quoted article: 


As a tule, only the highest levels of 
management are concerned with all phases 
of the business. Often only through the 
controller’s or accountant’s efforts can all 
such phases be brought together. The ac- 
countant’s opportunities in this field are 
limited only by his imagination, his depth 
of purpose and his ability to work with 
other members of management. ... . 

By constructive analysis and by co- 
operation with the segments of the busi- 
ness involved, the accountant or controller 
can help discover unfavourable spots in 
the picture and focus constructive sugges- 
tion and assistance upon them. . . . The 
controller or accountant, if he is well quali- 
fied, is in one of the most fortunate posi- 
tions to be able to guide and counsel busi- 
ness management in the major decisions 
which affect the financial welfare of his 
company. 

The Anglo-American Council on Pro- 
ductivity report on a tour of the British 
specialist teams throughout the United 
States, made the following statement on 
“management accounting” as it is prac- 
tised here in their very interesting re- 
port: © 


Management accountancy is the presenta- 
tion of accounting information in such a 
Way as to assist management in the crea- 
tion of policy in the day-to-day operation 
of an undertaking. The technique of ac- 
countancy is of extreme importance as it 
works in the most nearly universal medium 
available for the expression of facts, so that 
facts of great diversity can be presented in 
the same picture. It is not the presenta- 
tion of these pictures that is the function 
of management, but the use of them. 


“Cost consciousness” is described as 
the outstanding feature of the American 
industrialist. 


5 Anglo-American Council on Productivity, 
21, Tothill Street, London, S.W. 1. 
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Speedy production of figures is a 
“must”. This leads to the development 
of standard costs, predetermined over- 
head rates, direct costing (often referred 
to as “basic costs’’ accounting),° centsless 
accounting,” unit accounting (avoiding 
all transcribing) and, last but not least, 
to reporting of exceptional figures only, 
instead of full statements. 


Uniformity in Cost Accounting 


According to the dean of accountancy 
in the United States, Mr. George O. 
May,® accounting is utilitarian and based 
on conventions (some of which are neces- 
sarily of doubtful correspondence with 
fact) although many accountants are re- 
luctant to admit that accounting is not 
based on something of a higher order of 
sanctity than conventions. Accounting 
procedures have in the main been the 
result of common agreement between ac- 
countants, though they have to some ex- 
tent, and particularly in recent years, been 
influenced by laws or regulations. This 
is true for financial accounting, but can- 
not be entirely applied to cost accounting 
in its predominant role in accounting in 
industry. It must be admitted that pro- 
nouncement on cost accounting termin- 
ology and uniform agreements on cost 
accounting procedures are thoroughly 
lacking up to this date. Deplorable as 
this fact may be, it is an invigorating 
challenge to the accountant in industry 
and it may be permissible to express the 
hope that we will see in the foreseeable 
future statements on cost accounting pro- 
cedure published by the top organizations 


*“An Appraisal of Direct Costing”, by John 
A. Beckett, N.A.C.A. Bulletin, December, 
1951. 

7 “Penny Elimination in Accounting Records”. 
A case report by E. C. Jordan, Cost and 
Management, January, 1952. 

8 Financial Accounting—A Distillation of 
Experience, New York, 1943, The McMillan 
Co. 
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in this field similar to the accounting 
research bulletins issued by the Commit- 
tee on Accounting Procedure, American 
Institute of Accountants, or statements 
on auditing procedure issued by the Com- 
mittee on Auditing Procedure, American 
Institute of Accountants, or the account- 
ing or auditing practices statements issued 
by the Committee on Accounting and 
Auditing Research of the Dominion As- 
sociation of Chartered Accountants (now 
Canadian Institute of Chartered Account- 
ants). Statements of this kind are the 
sign of reaching maturity in any one 
profession and it may be admitted with- 
out damage to the cost accountant’s 
stature that we are a very young and 
youthful group which has not yet 
achieved maturity. 


The Future of the 
Accountant in Industry 


Present trends in both methods and 
principles of accounting in industry give 
some indication of what we may expect 
in the near future. 


Mr. Daniel M. Sherhan, vice-president 
of the Monsanto Chemical Co., in his 
address before the 1951 Annual Confer- 
ence of the Controllers’ Institute of 
America, portrays what seems to be in 
store for the accountant in industry, 
if and when the marvellous brain ma- 
chines now developed chiefly in the 
United .States, but also in Canada, will 
become available to an enlarged number 
of concerns at rational costs. Mr. Sher- 
han states in part: 


Reports which formerly consumed 50 
man days in manual preparation are now 
produced through the use of the so-called 
“brain” or electronic programmed calcu- 
lator in eight hours. Future electronic 
equipment may produce them in one hour. 
The drudgery, the pencil pushing of ac- 
counting will be eliminated. Future ac- 
countants will devote their time to inter- 
pretation of facts and solution of company 
problems rather than to worrying about 
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records. It is my prediction that through 
the use of electronic equipment, monthly 
reports of companies — particularly those 
of large size — will be available only a 
day or two after the month’s close. It 
seems possible that by reason of this 
equipment, controllers will prepare operat- 
ing reports semi-monthly, or possibly more 
often rather than only monthly. 

It seems still like reading fiction de- 
scribing the achievements of future cen- 
turies when listening to the remarks made 
by Mr. Jeming, systems consultant to the 
Atomic Energy Commission, the Port of 
New York Authority, Consolidated Edi- 
son Co. and other organizations, who 
stated before the same conference: 


All accounting operations must be plan- 
ned in advance so they will be parts of an 
integrated plan — not only on an organ- 
ization chart, but also as physical parts of 
a completely integrated and electrically in- 
terconnected accounting system ... not a 
conglomeration of individual business ma- 
chines, but one giant machine which must 
have built into it the means of doing the 
whole job. The run-of-the-mill accountant 
will be displaced by the accountant who 
will be a planner and an analyst, and who 
will know how to exploit to the full the 
operating controls which the electronic ac- 
counting system can make possible. The 
controller will require technical personnel 
who will know how to maintain the mech- 
anism and to modify the system as the need 
arises. 





It seems that the controller's depart- 
ment will, in the foreseeable future, be- 
come a plant within the plant, operating 
mostly machines and producing statistical 
reports and financial statements with the 
minimum of personal effort in the pro- 
duction, but the maximum of brainwork 
in their planning and layout. This de- 
velopment will complete the process in 
which the bookkeeping clerk becomes 
more and more a machine operator in 
overalls and the accountant becomes a 
designer and planner and, as such, an 
active creative member of the manage- 
ment team. 


The more conservatively inclined mem- 
bers of our occupation should not be- 
come unduly alarmed about these far- 
reaching prospects in the development of 
accountancy in industry, because, in spite 
of the amazing speed with which mech- 
anization progresses on this continent, it 
will take not less than one generation to 
see the process permeating our industrial 
organization from the top giant concerns 
to the small surviving industrial enter- 
prises. Nevertheless, the accountant in 
industry must be better prepared for this 
development by educating himself and 
his successors, recognizing the require- 
ments of the present as well as those 
of the future, which will see him, on 
this continent, as a full-fledged member 
of the top-management team. 
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ECAUSE of Canada’s economic and 

cultural ties with the United King- 
dom on the one hand and its proximity 
to the United States of America on the 
other, the accounting profession in Can. 
ada, like business practice generally, has 
been subject to influences from both 
countries. Many of the founders of the 
accounting profession in Canada were ac- 
countants who had emigrated from the 
United Kingdom so it was natural that 
the foundations of the profession were 
essentially British in nature. As time went 
on these have been modified to meet 
Canadian conditions. 


Development of Profession 


Under Canada’s Act of Confederation, 
the British North America Act of 1867, 
education was assigned to the Provinces 
rather than being left with the Federal 
Parliament. As a result, all professions 
in Canada have developed first within 
each of the ten Provinces, and only as 
they have matured have they taken steps 
to create nation-wide organizations. Thus 
in Canada a Quebec Institute of Charter- 
ed Accountants was formed in 1880, an 
Ontario Institute in 1883, and a Mani- 
toba Institute in 1886. Other Institutes 
of Chartered Accountants have since been 


incorporated, the latest being in New- 
foundland upon its entry into the Can- 
adian confederation in 1949. The na- 
tional organization of chartered account- 
ants, the Canadian Institute, was incorp- 
orated by the Canadian Parliament in 
1902. 

In addition to the Institutes of Charter- 
ed Accountants there are a number of 
other accounting societies some of whose 
members are practising public account- 
ants. The Certified Public Accountants 
Association of Ontario was formed in 
1926 and provincial associations have 
been incorporated recently in Manitoba, 
New Brunswick and Newfoundland, and 
in 1951 the Canadian Institute of Certi- 
fied Public Accountants was formed to 
co-ordinate the activities of the provin- 
cial associations. The General Account- 
ants Association was incorporated in 1913 
and until 1949 had members in nearly 
every Province. In the latter year prac- 
tically all members in Ontario and Mani- 
toba were absorbed by the Ontario Certi- 
fied Public Accountants Association. The 
only nation-wide organization of account- 
ants, other than the chartered accountants, 
is the Society of Industrial and Cost Ac- 
countants which has branches in every 
Province and a national body to co- 


A paper submitted to the Sixth International Congress on Accounting, London, June 1952 
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ordinate the work of the affiliated provin- 
cial branches. There are several other 
organizations of accountants in Canada 
but their total membership is small. As 
to chartered accountants, there are 
slightly over 4,900 in Canada, and of 
these more than half are in pub- 
lic practice. There are about 800 mem- 
bers in the Certified Public Accountants 
Associations of whom about 40% are in 
public practice. There are about 500 
members of the General Accountants As- 
sociation of whom about 20% are in 
public practice and about 2,500 members 
of the Society of Industrial and Cost Ac- 
countants all of whom, with few excep- 
tions, are employed in commerce and in- 
dustry. 


Regulatory Legislation 

Until recent years there was no legis- 
lation in Canada governing the right to 
practise public accounting, but within the 
last six years three Provinces have passed 
legislation for this purpose. In Quebec, 
since 1946, a person can only acquire the 
right to practise public accounting by 
qualifying for membership in the Insti- 
tute of Chartered Accountants of Quebec. 
To safeguard non-members of the Insti- 
tute who were in practice at the time the 
Act was passed, however, those who met 
prescribed conditions were made members 
of the Institute and the remainder were 
granted licences to continue in practice. 
A member of an accounting organization 
in another Province is authorized to prac- 
tise in Quebec only if Quebec account- 
ants have reciprocal rights in the other 
Provinces. An Ontario Act of 1950 im- 
posed a licensing requirement on the prac- 
tice of public accountancy. Members of 
the Institute of Chartered Accountants 
and of the Certified Public Accountants 
Association of Ontario are entitled to be 
licensed upon application and other ac- 
countants practising at the date of the 
legislation were also made eligible for 
licences without examination. In future, 


113 


however, persons who are not members of 
either of the two qualifying bodies must 
have at least three years’ experience in 
public accounting and pass an examina- 
tion at least equivalent to the intermediate 
examination of either of the two bodies 
or an examination set by the licensing 
council. The council has passed regula- 
tions authorizing non-residents to practise 
in Ontario without a licence provided the 
Province or State, etc., in which they re- 
side grants the same privilege to On- 
tario licensees. In Prince Edward Island 
regulatory legislation similar to the 
Quebec pattern was enacted in 1949. The 
legislation in Ontario and Quebec covers 
approximately two-thirds of the public ac- 
countants in Canada. 


The Function of the Accountant 


Technological advances in the world, 
and the consequences of two world wars 
and a great economic depression, have 
enhanced the complexity of the business 
structure and the need for specialization 
in every field. In endeavouring to meet 
the changing demands of the business 
community, the accounting profession has 
developed and expanded at a phenomenal 
rate in most countries. The change in the 
concept of service from the seeker-out of 
fraud and error to the auditor and pro- 
fessional adviser to business is apparent 
not only in the increased scope of the 
services rendered but also in the nature of 
the auditing service itself. The approach 
to auditing to-day is far more analytical 
in nature than it was even two decades 
ago. More emphasis is now placed on 
the fairness of the overall presentation of 
financial statements than in mathematical 
accuracy, and it is generally recognized 
that the auditor's prime responsibility is 
to render an informed and truly inde- 
pendent opinion. 

Apart from public auditing, the pro- 
fession in Canada has expanded its area 
of service to include the setting up of ac- 
counting systems, financial planning (par- 
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ticularly having regard to taxation), cost 
accounting, and advice generally in those 
areas where his knowledge and experience 
can be of assistance to clients. 


Qualification 

It has always been recognized that the 
members of the profession holding them- 
selves out as public accountants must 
have the minimum of training necessary 
to enable them to fulfil the demands 
placed upon them. To qualify as a 
chartered accountant in Canada a person 
must complete a prescribed period of 
training in the office of a practising 
chartered accountant and pass the pre- 
scribed examinations. For the student 
without a university degree, but who must 
have qualified for university entrance, 
however, the training period is five years. 
A reduction of one year in the training 
period is usually given to university grad- 
uates holding a B.A. or a B.Sc. degree 
and of two years to those with a B.Com. 
degree. 


Since educational matters fall under the 
legislative jurisdiction of the Provinces, 
it is the provincial Institutes of Chartered 
Accountants which individually determine 
whether or not a candidate qualifies for 
admission. Accordingly, for some years 
each Institute set its own examinations 
but it was realized that the development 
of a national profession would be made 
easier if all members had uniform quali- 
fications. In 1939 arrangements were 
completed whereby uniform intermediate 
and final examinations would be estab- 
lished by a central authority representing 
all the provincial Institutes of Chartered 
Accountants. As an indication of the 
close integration of the ten provincial In- 
stitutes it might be pointed out that mem- 
bers of one Institute can, upon moving 
to another Province, obtain admission to 
the Institute of that Province without 
examination. 


About two-thirds of the chartered ac- 
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countancy students are required to take 
correspondence courses of instruction 
which are supplemented, in some cases, 
by discussions or lecture periods arranged 
by the individual Institutes. The in- 
struction course has been developed by 
the Ontario Institute and administered for 
the Institute by Queen’s University. At 
present this course is used by the On- 
tario and seven other Institutes. In 
Manitoba and Quebec students receive 
instruction at evening classes in the uni- 
versities. University graduates who have 
taken courses in accounting, auditing, 
commercial law, and allied subjects are 
exempted from taking part or all of the 
course of instruction depending upon 
local circumstances. 


Shortage of Students 


There is a shortage of student appli- 
cants of the proper calibre in Canada to- 
day. A survey is being undertaken by 
the Canadian Institute of Chartered Ac- 
countants to find the reasons for this 
shortage and to examine into all aspects 
of the program for training chartered 
accountants. It appears that the length 
of the training period has deterred many 
university graduates who might otherwise 
have considered professional accountancy 
as a career, and some scheme for the in- 
tegration of university education and pro- 
fessional training, perhaps along the lines 
arranged .by The Institute of Chartered 
Accountants in England and Wales, may 
be the solution. 


As mentioned earlier, the Canadian In- 
stitute was formed in 1902. While it 
was originally an organization separate 
from the provincial bodies, in 1910 the 
provincial Institutes and the Canadian 
body agreed that the latter should act as 
the co-ordinator of all national, as op- 
posed to provincial, activities. Since that 
time membership in a provincial Institute 
automatically carries with it membership 
in the Canadian Institute. Through it the 
members publish the monthly magazine, 
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carry out uniform examinations, under- 
take research, make recommendations on 
national legislation and provide informa- 
tion and help on inter-related provincial 
matters. 


Research 


Steps were taken to set up an account- 
ting research committee in 1939, but the 
outbreak of war postponed action until 
1946, when the chartered accountants 
established a Committee on Accounting 
and Auditing Research. The committee 
does not undertake what might be termed 
basic research in the fundamentals of ac- 
counting or auditing but attempts to 
deal with topical problems arising out of 
current practice or with new matters 
arising because of changing circumstances 
or law. Of the bulletins issued so far, 
perhaps the most significant from the 
Canadian point of view are No. 1, “A 
Statement of Standards of Disclosure in 
Annual Financial Statements of Manu- 
facturing and Mercantile Companies”, 
No. 2, “A Statement of the Minimum 
Standards of Professional Practice which 
should apply in respect of Prospectuses”’, 
and No. 6, “The Auditor’s Report’. The 
titles of Nos. 1 and 2 indicate their con- 
tent. No. 6 provides that it is the re- 
sponsibility of the auditor to determine 
the scope of the audit required to enable 
him to express an informed opinion, em- 
phasizes the importance of independence, 
and includes a recommended wording for 
the auditor’s report under the Companies 
Act, 1934 (Canada). While the wording 
suggested is not entirely what the com- 
mittee would like to recommend, because 
of the limitations imposed by the statute, 
it is believed that a uniform wording will 
tend to reduce the confusion which re- 
sults from mere variations in phraseology. 

In another effort to reduce the possi- 
bility of unnecessary confusion, outside as 
well as inside the profession, the com- 
mittee is preparing a revision of the 
1936 Manual of Accounting Terminology 


for Canadian Practice. The viewpoint of 
the profession is also advanced by the 
committee through meetings with groups 
such as investment bankers, financial 
writers, stock exchange officers, and in- 
dustrial executives. Such meetings also 
make it possible for these groups to put 
forward their points of view and lay their 
problems before the profession. Activities 
of this sort are helpful from the stand- 
point of public relations and more effort 
is being expended along similar lines. 


Relations with Government 


As in other countries, the profession 
makes representations on those matters on 
which it is qualified to speak. For some 
years the accounting and legal professions 
in Canada have been making joint recom- 
mendations to the Federal Government on 
the Income Tax Act. This co-operative 
endeavour has helped the two professions 
to a closer understanding, and one of its 
outgrowths has been the creation of the 
Canadian Tax Foundation. This organ- 
ization operates as a clearing house for 
tax information respecting all countries, 
and also as a research organization. While 
the Foundation receives its main financial 
support from business organizations, it is 
controlled by the two professions, one- 
half of the board of governors being 
practising lawyers nominated by the Can- 
adian Bar Association, and one-half prac- 
tising chartered accountants nominated by 
the Canadian Institute of Chartered Ac- 
countants. In its five years of existence 
the Foundation has done much to pro- 
mote greater understanding of tax legis- 
lation in this country and has created for 
itself an enviable reputation for inde- 
pendence. 


The Future 


In Canada the future prospects of the 
profession are encouraging. Business has 
come to rely more and more on the pro- 
fession for help in many areas other than 
pure auditing and accounting. Increasing 
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complexities of carrying on business are 
forcing a trend to greater specialization. 
The business man operating on what may 
be termed a medium or small scale is 
coming to expect assistance from the pro- 
fession in an ever-widening area. He 
relies upon his professional accountant to 
provide the specialized advice necessary in 
financial planning, taxation, accounting 
systems, cost accounting and controls, 
budgeting, and in the sphere of man- 
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agement generally. In this area the pro- 
fession, if it fulfils the responsibilities 
given to it, will assist materially in the 
preservation of the way of life which has 
been built upon the concept of the free- 
dom and dignity of the individual. Since 
the very basis of the professional account- 
ant is his independence, our main objec- 
tive is to take whatever steps may be 
necessary to ensure that this independence 
is always maintained and upheld. 


THE SIXTH INTERNATIONAL CONGRESS ON ACCOUNTING 
Record of Proceedings 

The Sixth International Congress on Accounting, 1952, proposes to publish an account 
of the proceedings of the congress in book form. The book will contain a report of all 
speeches and discussions, reports on all the social events, names of those attending the 
congress and all papers which were contributed on the five subjects discussed at the congress. 

Those wishing to receive copies of the book should forward their applications to the 
Secretary, Sixth International Congress on Accounting, c/o The Institute of Chartered Ac- 
countants in England and Wales, Moorgate Place, London, E.C. 2, stating the number of 
copies required and the address or addresses to which they should be sent. 

A remittance of £2. 2. Od (two pounds, two shillings) should be enclosed with the 
order. As there will be only a limited supply of these books, early applications are advisable. 
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The Sixth International Congress 





On Accounting 


By C. L. King, B.Com., F.C.A. 





IHOSE who attended the Sixth In- 

ternational Congress on Accounting 
in June will long remember the warmth 
of the hospitality extended by the seven 
host bodies in the United Kingdom and 
by their members. This sixth in the 
series of international congresses was the 
first since World War II and attracted 
over 2,500 accountants from 36 coun- 
tries, more than 600 coming from out- 
side the United Kingdom. 

The technical aspects of the congress 
centred on the five sessions at which 
papers prepared by members of the 
sponsoring bodies were discussed. In 
addition to each main paper, several 
commentaries in respect of each topic 
had been prepared by members of var- 
ious accounting bodies in different coun- 
tries. At each session the rapporteur 
presented a brief resumé of the main 
points in the paper and in the commen- 
taries. So far as time allowed, persons 
who had requested an opportunity to 
speak were given up to five minutes to 
present their comments on the subject. 

The technical sessions covered a broad 
field of interest to accountants in all 
countries and in all branches of business 
and professional life. The topics dis- 
cussed were: fluctuating price levels in 
relation to accounts, accounting require- 
ments for issues of capital, the accountant 
in industry, the accountant in practice 
and in public service, and the incidence 
of taxation. 


The congress program was so arranged 
as to provide ample opportunity for those 
attending to meet representatives of the 
profession from all parts of the globe. 
The reception on the opening night, com- 
plete with Highland dances and square 
dance instructors, set the stage for an 
easy friendliness that existed all through 
the week. The visitors were treated to 
London theatre life on the Tuesday night. 
The delegates were guests at the banquet 
in the historic Guildhall on Wednesday 
night where they partook of the tradi- 
tional turtle soup and where they were 
entertained and stimulated by addresses 
by Sir Leslie Boyce, K.B.E., the Lord 
Mayor of London, Rt. Hon. and Most 
Reverend Francis Fisher, D.D., the Arch- 
bishop of Canterbury, and Lord Rad- 
cliffe of Werneth, P.C., G.B.E., Q.C. 

On the Thursday, visitors were given 
a choice of touring Oxford or Cambridge 
Universities, Windsor Castle and Hamp- 
ton Court, the City of London or the 
Port of London. Arrangements had also 
been made for the golfing enthusiasts 
(Mr. K. LeM. Carter won the prize 
for the low net on the second nine). 
That same evening the visitors from 
overseas were entertained by the United 
Kingdom Government at a reception 
given in the Tate Gallery. 

The congress concluded on Friday 
evening (or to be more accurate, on 
Saturday morning) with a ball at the 
Savoy. In spite of the huge crowd, most 
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stayed until the curtain rang down with 
all joining hands in ‘Auld Lang Syne’. 

In addition to the functions scheduled 
on the congress program, the sponsor- 
ing bodies and various of their members 
entertained visitors at private luncheons 
and dinners throughout the week. The 
editors of The Accountant entertained 
those attending the Congress at a cock- 
tail party on Friday, June 20. Mr. 
Derek du Pré, editor of The Accountant, 
is to be congratulated on the excellence 
of the Congress Daily News, a daily 
bulletin giving information on congress 
events and personalities. It proved to be 
a most interesting bulletin eagerly looked 
for each day by the delegates. 


No report on the congress would be 
complete without a comment on the 
Royal Festival Hall, an ideal building 
in which to hold the meeting. It was 
built on the south bank of the Thames 
for the Festival of Britain last year and 
is an excellent example of good modern 
architecture. Graceful in proportion, it 
is at the same time highly functional 
and pleasing to the eye. On the Tuesday 
afternoon the general session was in 
progress in the main auditorium utiliz- 
ing perhaps one-third of the 6,000 seats 
(this auditorium is acoustically perfect), 
while a fashion show was being presented 
for the ladies (and some of the male 
delegates) in the main foyer. The two 
restaurants seating over 800 people were 
unoccupied and there was still adequate 
accommodation for the congress offices 
as well as for the Festival Hall booking 
and administrative offices. 

In addition to the program arranged 
in London, visitors from overseas were 
invited to spend three days in Scotland, 
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in Northern Ireland, or in Eire. Many 
of the visitors took advantage of the 
invitation and not only did they have 
an opportunity to tour the respective 
countries, but were most hospitably en- 
tertained by their hosts in each case. 

Plans are already underway for the 
seventh international congress and in- 
vitations to hold the congress in their 
countries have been extended by at least 
two of the countries represented at the 
sixth congress. 

All visitors from overseas were most 
enthusiastic in their appreciation of the 
hospitality extended by the seven spon- 
soring bodies: The Institute of Chartered 
Accountants of Scotland, Institute of 
Chartered Accountants in England and 
Wales, The Society of Incorporated Ac- 
countants and Auditors, The Institute of 
Chartered Accountants in Ireland, The 
Association of Certified and Corporate 
Accountants, The Institute of Municipal 
Treasurers and Accountants, and The In- 
stitute of Cost and Works Accountants. 
Those directly responsible for the plan- 
ning and organization of the congress 
overlooked nothing to ensure its suc- 
cess. While it would not be possible 
to name all those who contributed di- 
rectly, special thanks are due to: Sir 
Harold Howitt, G.B.E., D.S.O., M.C., 
F.C.A., President of the Congress; C. 
Percy Barrowcliff, F.S.A.A., Vice-Presi- 
dent of the Congress; H. Garton Ash, 
O.B.E., M.C., F.C.A., Chairman of the 
Congress Council; A. Stuart Allen, 
F.S.A.A., Vice-Chairman of the Council; 
Alan S. Maclver, M.C., B.A., Secretary 
of the Congress; Brigadier S. O. Jones, 
O.B.E., M.C., Chief Executive Officer; 
and Derek du Pré, Honorary Public Re- 
lations Officer. 
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Recent Books 





How to Make a Procedure Manual, by 
H. John Ross; Published by the Office 
Research Institute, Miami 1951; pp. 
140; price $4.50 U.S. 

This book presents something rather 
different from the ordinary run of 
books in an accountant’s library. It is 
a procedure manual on the preparation 
of procedure manuals. The author states 
that he has written it because of the 
failure of existing procedure manuals to 
succeed in communicating with the read- 
er. 

The book contains eight chapters in- 
cluding:— 

1. Definitions and purposes, which states 
a good case for procedure manuals. 
This contains arguments which an ac- 
countant might use in discussion with 
clients or with management. 

2. Designing a Standard Practice Form, 
which goes into the matter of type, 
layout, form, size, length of lines, size 
of margins, etc., in great detail. 

3. Writing Style, which tells how to 
write a procedure manual so that the 
reader not only may but must under- 
stand. 

4. Housing, which discusses types of 
binders. 

5. Duplicating Methods, which discus- 
es the pros and cons of stencilling, hecto- 
graph and offset processes. 

6. Classification and Numbering with an 
illustration. 

7. Manual Content, in sum that a pro- 
cedure manual should contain an index, 
an introduction, copies of forms contain- 





ing typical entries, and either an actual 
copy or replica of each form. 
8. Control, which deals with establish- 
ing a procedure for dealing with the 
procedure memos. 

Three appendices include specimens 
of procedure sheets, types of paper, 
and preprinted masters. 


While this book may appear to be of 
limited practical value to the practising 
accountant it will be useful to a firm 
which is preparing its own procedure 
manual or to a systems staff. It would 
also be of considerable practical value 
to an accountant employed in industry 
who is contemplating the use of pro- 
cedure manuals or who already has a 
procedure manual in his own company. 
The book is well stocked with examples, 
is definitely realistic, and can be readily 
put to practical use. 

GEOFFREY H. WARD, C.A. 
Toronto, Ontario 


The Principles of Income Taxation, 
Deduced from the Cases, by J. P. Han- 
nan, LL.D. and A. Farnsworth, LL.D., 
Ph.D., published by Stevens & Sons 
Ltd., London; obtainable from Cars- 
well Co. Ltd., Toronto; pp. 570 plus 
tables and index; price $12.00 

This is a volume deserving of the 
highest praise and one for which the 
Canadian practitioner, whether account- 
ant or lawyer, should be exceedingly 
grateful. This reviewer knows of no 
single volume treatise on income tax 
better calculated to instil the basic prin- 
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ciples of a subject which, it appears, are 
virtually identical in the three countries 
dealt with, Great Britain, Canada and 
Australia. 

The present work is largely founded on 
an earlier work of the late J. P. Hannan 
published in Australia in 1946, which 
from the Canadian point of view suffered 
from the defect that it was primarily 
concerned with the Australian Income 
Tax Act and secondarily with the British 
Act but not at all with the Canadian Act 
or case law. Dr. Farnsworth has, how- 
ever, rewritten and recast a good deal 
of the work and included some of the 
more important Canadian decisions. This 
volume is in consequence much more 
useful to the Canadian practitioner than 
its predecessor. One hastens to add, 
however, that not only are the Canadian 
principles of income taxation still in 
the state of gestation but, judging from 
divergencies of opinion in recent de- 
cisions of the Supreme Court of Canada, 
the birth pangs appear to be more than 
usually severe. 
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The learned authors of this fine 
volume have, as the title suggests, 
concerned themselves with the principles 
of income taxation as gathered from the 
decisions of the Courts. The statutory 
provisions of the three countries are in 
fact the bare framework upon which 
learned counsel and Judges have over 
the years created a compendium of prac- 
tical wisdom concerning the nature of 
income and the ascertainment of its 
quantum for taxation purposes. Thus 
it is to the cases that one must go, 
and here are all the leading cases ap- 
propriately classified, weighted, and dis- 
cussed. 

One must confess, however, to some 
doubts whether recent constitutional 
changes in Canada, the abolition of ap- 
peals to the Privy Council and the 
reconstitution of the Supreme Court to 
give greater representation to the Civil- 
ians, may not have minimized the weight 
to be attached to case law and to the rule 
of stare decisis in income tax matters. 

M.P 
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Professional Notes 





Sir Bernard H. Binder, F.C.A., past presi- 
dent of the Institute of Chartered Accountants 
of England and Wales, has been appointed 
a Knight Bachelor by Her Majesty the Queen. 
Sir Bernard represented his Institute at the 
1947 annual meeting of the C.I.C.A. held 
in Toronto. 


ALBERTA 
Alberta Institute 


The following members of the Alberta 
Institute were awarded fellowships at the 
annual meeting of the Institute on June 27:— 
Messrs. F. G. Winspear, F.C.A., R. W. Hamil- 
ton, F.C.A., G. D. K. Kinnaird, F.C.A., C. 
K. R. Huckvale, F.C.A., all of Edmonton; 
and Messrs. M. G. Graves, F.C.A., H. E. 
Howard, F.C.A., J. S. Simpson, F.C.A., F. A. 
Smith, F.C.A., and W. A. Thompson, F.C.A., 
all of Calgary. 

. . +. 

Mr. G. P. Ponton, C.A. announces the ad- 
mission to partnership of Mr. David K. Mc- 
Elroy, B.Com., C.A. Practice of the profes- 
sion will be conducted under the firm name 
of Ponton & McElroy, Chartered Accountants, 
with offices at 616 Northern Hardware Bldg., 
Edmonton. 


BRITISH COLUMBIA 


P. S. Ross & Sons, Chartered Accountants, 
and Robert Bell & Co., Chartered Accountants. 
announce that their practices have been com- 
bined and henceforth will be carried on 
under the name of P. S. Ross & Sons with 
offices at 744 W. Hastings St., Vancouver. 
The partners of Robert Bell & Co., Messrs. 
Robert Bell, C.A. and Ian H. Bell, C.A., will 
become partners of P. S. Ross & Sons. 

s . 

Crehan, Meredith & Co., Chartered Ac- 
countants, and Bruce & Baldwin, Chartered 
Accountants, announce that their practices have 
been combined and will be conducted under 





the firm name of Meredith, Bruce, Baldwin 
& Kitto, Chartered Accountants, with offices 
at 402 W. Pender St., Vancouver, and at 
Nelson, B.C. 

* * * 

Messrs. Hugh R. Horne, C.A. and Frank 
A. Robertson, C.A. announce the formation 
of a partnership for the practice of their 
profession under the firm name of Horne & 
Robertson, Chartered Accountants, with offices 
at 914 Standard Bldg., Vancouver. 

a * * 

Mr. George C. B. Kellett, C.A. announces 
the opening of an office for the practice of 
his profession at Prince George, B.C. 

* * * 

Mr. Tyrus R. Cobb, C.A. announces the 
opening of an office for the practice of his 
profession at 2695 W. Broadway, Vancouver. 


ONTARIO 


Mr. Murray Rumack, C.A. announces the 
opening of an office for the practice of his 
profession at Rm. 2222, Bank of Nova 
Scotia Bldg., Toronto. 

* * * 

Mr. Kenneth L. Welch, C.A. announces 
the opening of an office for the practice 
of his profession at 135 Duncan St., Wallace- 
burg. 


Ontario Institute 


The annual meeting of the Ontario Institute 
was held in Toronto on June 26 in the 
morning, followed by a complimentary lun- 
cheon attended by 388 members. In the after- 
noon there was a meeting of members which 
discussed the recommendations of the C.I.C.A. 
and Ontario Committees on the Companies 
Act. The discussion was led by Mr. G. P. 
Keeping, chairman of the C.I.C.A. committee. 


Ottawa Chartered Accountants Club 
The annual golf tournament of the Ottawa 
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C.A. Club was held on June 24 at the Royal 
Ottawa Golf Club and attracted a field of 53 
players. Prizewinners were as follows: TG. 
Wilson, McDonald Currie Trophy for low 
gross; E. Martin, second low gross; D. Martin, 
Price Waterhouse Trophy for low net; W. 
Fraser, second low net; J. Ross, hidden holes; 
D. R. Pook, high gross; G. Rice, high net; 
C. MacLaren, F. Altimas, and H. Robinson, 
18 Holers who finished in the rain. Again 
this year the famous “North Atlantic Handi- 
cap” system was used with its customary 
excellent results. 


QUEBEC 
Mr. T. P. Miller, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at Rm. 403, Canada Steamship Lines 
Bldg., Montreal. 


Quebec Students’ Society 
The following executive for 1952-53 was 
elected by the Chartered Accountants Students’ 
Society of Quebec:—honorary presidents, J. 
A. de Lalanne, C.A., G. M. Hawthorn, C.A., 
and Marcel Caron, C.A.; president, R. G. 
Bremner, C.A.; vice-presidents, Peter Leggat, 
C.A. and R. A. Poirier, C.A.; treasurer, D. 
P. Cassidy, C.A.; secretary, J. A. Madill, C.A.; 
assistant secretary, M. St. Denis; members of 
committees, Peter Aird, J. V. Forget, K. C. 
Fincham, P. L. Ross, J. A. Cété, C.A., A. D. 
Holt, C.A., P. Shuster, C.A., Maurice Miller, 
C.A., Jacques Laliberté, C.A., Maurice de 
Palma, W. A. Falconer, C.A., M. H. Blakeley. 

J. M. Henderson, Henri Belanger. 


News of Our Members 





Mr. L. P. Leduc, C.A. (Que.), has been 
appointed secretary of the Aluminum Com- 
pany of Canada Ltd., Montreal. 


* * * 


Mr. George Smith, C.A. (Que., N.B., N.S., 
P.E.I.), was elected chairman of the board of 
directors of the Saint John Chapter of the 
Society of Industrial and Cost Accountants of 
New Brunswick. 


SASKATCHEWAN 


Saskatchewan Institute 


The annual meeting of the Institute of 
Chartered Accountants of Saskatchewan was 
held at the Hotel Saskatchewan under the 
chairmanship of Mr. H. S. Moffet, C.A. 


At the noon luncheon Mr. W. G. Smith, 
F.C.A. addressed the members on the use of 
aptitude and interest tests in the selection of 
personnel. 

During the afternoon session Mr. E. C. 
Gerry of Prince Albert was elected a Fellow 
of the Institute in recognition of outstanding 
service to the Institute and Dean F. C. Cronk- 
ite of the University of Saskatchewan was 
elected an Honorary Member in recognition 
of many years of valuable service on the 
Board of Examiners of the Institute. 


The Regina Chartered Accountants Club 
entertained the visiting members and their 
ladies at a cabaret dinner and dance in 
the Canadian Legion Hall on Saturday even- 
ing. Arrangements were under the chair- 
manship of Mr. Walter T. Read, who pre- 
sided. 


Mrs. Park Williams entertained at her 
farm home south of Regina on Saturday 
afternoon for the wives of the chartered 
accountants attending the annual meeting of 
the Institute. Tea was served informally on 
the lawn. Those assisting Mrs. Williams in 
serving were Mrs. Elinor H. Williams, Mrs. 
W. T. Read, Miss Doris Read and Miss 
Judith Copithorne. 


Mr. Maxwell Mackenzie, C.M.G., C.A. 
(Que.), has been appointed a director of 
Canadian Chemical and Cellulose Co. Ltd. 

* 7 * 

Mr. George Morrison, F.C.A. (Ont.), has 
been appointed controller of International 
Business Machines World Trade Corporation 
with headquarters in New York. 











Obituary 


Mr. Einar Gunderson, C.A. (Alta., Man., 
B.C.), has been appointed Minister of Fin- 
ance of the Province of British Columbia. 


Obituary 


John H. Quick 

The Institute of Chartered Accountants of 
British Columbia announce with deep regret 
the sudden death following a heart attack of 
John H. Quick, age 34. 

A native of Brownlee, Saskatchewan, where 
he received his elementary education, Mr. 
Quick joined the permanent Canadian Army 
forces in 1938. After serving three years 
he was discharged for medical reasons. He 
then entered the University of Saskatchewan 
to study agriculture. Later he attended the 
University of Manitoba where he took the 
five year accounting course under the auspices 
of the Institute of Chartered Accountants of 
Manitoba. During this time he was articled 
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Mr. Arthur R. Morison, C.A. (Man.), has 


been appointed treasurer of Bailey Selburn 
Oil and Gas Ltd., Calgary. 


to the firm of Millar, Macdonald & Co. 
Chartered Accountants, Winnipeg. He came 
to British Columbia in 1947 and joined the 
firm of Rutherford, Bazett & Co., Chartered 
Accountants, Kelowna. He passed his final 
examinations in 1949 and was admitted to 
membership in the Manitoba and British 
Columbia Institutes. 

For the past two and a half years he has 
been the resident manager of the Vernon, 
B.C. office of Rutherford, Bazett & Co. He 
is survived by his wife and three children, 
and his parents and one brother who reside 
at Brownlee, Saskatchewan. 


To his wife and family the members of 
this Institute extend their sincere sympathy. 


AN ARTICLE OF INTEREST 
The April 1952 issue of The Canadian Bar Review contains a very interesting article 
entitled “Canadian Bond Issues”, by Fred R. MacKelcan, Q.C. Reprints of this article may 
be obtained by applying to the National Trust Company Limited, 20 King Street East, Toronto 














The Students’ Department 


J. E. Smyth, C.A., Editor 





NOTES AND COMMENTS 


E ARE aware that these notes will 

reach readers shortly before the 
fall examinations are written. And this 
gives us pause for thought, for our mind 
is not yet so dim as to obscure a recol- 
lection of the days when we were writing 
the examinations. For what they are 
worth, we offer below some bits of ad- 
vice — and our best wishes. 


We will not pretend that in the weeks 
preceding the examinations we were cas- 
ual and confident, and a model of com- 
posure. One thing we did in this omin- 
ous interlude, however, stood us in good 
stead, we firmly believe, when it came to 
writing the examinations. We spent 
every spare hour we could find trying 
former examination questions under self- 
imposed examination conditions. In say- 
ing this, we are hoping that readers will 
not suppose we are trying merely to 
impress them with our industry at the 
time. The fact is, we have never found 
any ways of passing examinations that 
did not involve a good deal of work, 
although in this instance we feel we 
received a rather greater return than usual 
for our efforts. 

If we remember correctly, it was when 
we were “‘practising” examination prob- 
lems that we somehow acquired the 
superstition that we always did better 
when we started a question by writing 
down the name of the company men- 
tioned in the problem, followed by a 
heading describing what we proposed to 
do. 


We realize now that this was more 


than a superstition. For one thing, we 
have since learned that marks are defin- 
itely allotted in many cases for proper 
headings — and who is there among 
us who would not pick off the odd mark 
within easy reach? 


But there is more to it than this. 
There are, it seems, some candidates who 
suppose that the time it takes to write 
headings and dates may be spent more 
profitably garnering marks elsewhere. We 
definitely do not agree. Examiners com- 
plain that many candidates start to answer 
a question without even being sure what 
the question is about! If every person 
writing an accounting examination made 
it a habit to put headings on each ques- 
tion he would at least be clear from the 
beginning what was expected of him. 
He would also have had to read the 
problem through. 


Dates are important, too. Whenever 
they are available, dates should be in- 
cluded as a matter of course. Problems 
typically contain data relating to several 
points and periods of time, and unless 
one gets it clear in his mind from the 
beginning which particular date he is 
working towards, he may make a serious 
mistake part way through the problem. 

By way of emphasis, we give below 
three illustrations of what we mean. 


Illustration (1) 


A problem gives the relevant data for The 
A Co. Ltd. and requires journal entries to 
record a fire loss. The solution should 
begin, 
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The Students’ Department 


THE A. Co. LTD. 
General Journal 

1952 
July 28 
Illustration (2) 

D, manufacturer of product E, asks CA’s 
advice concerning the installation of a cost 
system. The candidate is required to submit 
the general additions or alterations which 
must be made to the present accounting 
system. (For example, see Problem 3, The 
Students’ Department, May 1952.) The 
solution would begin, 

D 
Recommended Additions or Alterations 
to Present Accounting System 
Illustration (3) 

The B Manufacturing Co. Ltd. sells its 
finished product to C Wholesalers Limited 
at cost plus 20%. The candidate is asked 
to show the calculation for The B Manu- 
facturing Co. Ltd. of the cost of goods sold 
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and of billings. Each part of the solution 
would commence, 
(a) THE B MANUFACTURING CO. LTD. 
Statement of Cost of Goods Sold 
for the year ending September 30, 1952 
and 
(b) THE B MANUFACTURING CO. LTD. 
Billings to C. Wholesalers Limited 
for the year ending September 30, 1952 
One final recollection. We well re- 
member a fellow-candidate who said 
after an examination, ‘‘I stayed up until 
4.00 a.m. trying to learn something. The 
more I read, the less I understood. Fin- 
ally it got so I couldn’t understand any- 
thing. I’m sure I failed today.” There 
is, indeed, a great deal to be said for 
studying according to a regular schedule 
well in advance of the examination, and 
then sleeping the sleep of the just the 
night preceding. 


SOME PHILOSOPHY FOR STUDENTS 


“Some flabby persons try to make education painless. 


Do not, they say, ask students 








to learn facts, but teach them to think. O Thinking — what intellectual crimes are committed 
in thy name! How can a man think if he doesn’t know? Charles Darwin gathered biological 
facts for twenty years without seeing any binding relationship. Then one day, while he was 
walking through an English country lane, the idea of evolution suddenly came to him. That's 
what thinking is — the flashing emergence of an idea after facts have been mulled over a long 
time. Even then it is probably wrong. It must be well tested. Roentgen, the discoverer of 
X-rays, when asked what he thought they were replied: ‘I do not think; I experiment.’ 
Thinking is a highly dangerous performance for amateurs. You cannot think with hopes 


and fears and ignorance, but only with a well-trained and a well-filled mind.” 
—from “Have You Anything To Declare?”, an Address by 
Dr. W. E. McNeill at the Autumn Convocation, Queen’s 

University, Kingston, October 19, 1947. 
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PUZZLE FOR SEPTEMBER 


A train is operated by 3 men named 
Smith, Robinson, and Jones. They are 
fireman, engineer, and brakeman, but not 
respectively. On the train are three 
business men of the same names, Mr. 
Smith, Mr. Jones, and Mr. Robinson. 

Mr. Robinson lives in Vernon. | 

The brakeman lives half way between 
Kelowna and Vernon. 

Mr. Jones earns exactly two thousand 
dollars a year. 

Smith beat the fireman at billiards. 


The brakeman’s next-door neighbour, 
who is one of the said business men, 
earns exactly three times as much as the 
brakeman, who earns one thousand dol- 
lars a year. 

The passenger whose name is the same 
as the brakeman lives in Kelowna. 

Who is the engineer? (There is no 
catch to this puzzle, and every fact is 
relevant and must be considered.) 

Contributed by Mr. A. J. Park, C.A., 

Vernon, B.C. 


ANSWER FOR THE AUGUST PUZZLE 
Twelve days 


STUDENT BONERS 


Are we being loyal to our student-readers for divulging some of the things they have 


written? 


In any case we should thank the accountants who, in checking students’ exercises, 


have made some excerpts and passed them along to us: 

“Prepaid expenses are expenses which have been paid in the future.” 

“The revenue figure is what I consider the most important item in accounting work.” 

“The auditor is not a detective or a suspicious character.” 

“Prepaid expense is an expense, such as postage, that is paid by the sender, and not the 


receiver.” 


“Proprietorship: That portion of a business which remains when assets and liabilities have 


been deducted.” 


“The directors are liable for issuing a coloured prospectus.” 

“A fixed asset is one that cannot be turned into legal tender without profit or loss in a hurry.” 
“The party who forged the bill is guilty of treason and will be justly punished for it if caught.” 
“The practice of writing 29 when you mean 92 is known as a transfiguration.” 


“The payment will liquify the debt.” 
“I would sue for nominal damages.” 


CORRESPONDENCE 


University of Alberta, Edmonton 


Sir: In examination of the solution presented 
to Accounting I, Question 6, Intermediate 
examination, October 1951 (The Students’ 
Department June 1952), the following factor 
was noted which I feel is significant. 


The procedure involved in the question is 
one designed to allow the branch to maintain 
perpetual inventory control over the branch 


merchandise. The solution presented does not 
appear to recognize this feature. The entry 
for $20 re uncollected sales does not bear any 
support on the basis of the information given 
in the question, and the editor’s comment 
brings this fact out clearly. I wish to consider 
the broader feature of the inadequacy of the 
accounts used in the solution to provide the 
control and the failure of the accounts to bring 
out the discrepancy referred to above. 
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Suggested solution: 
Only those entries having a bearing on the above are presented. 
Books of E Co. Lid. (Head Office) 


1951 

Jan. Dr. Merchandise shipped to Store F. ............ csserscas, ee 
Warehouse profit suspense ...... bi gay et, en $ 5,250 
Retail profit suspense F. Store ...............0...:ccccecceseseseees 7,875 
Inventories (or Purchases) ......... ee 26,250 


To record shipment to F Store and set 
up profit suspense accounts. 


Jan. Bank ......... eater has Rice. ct 35,417.50 
Merchandise shipped to Store FB o.............cccccceseeseeeeeteees 35,417.50 
Cash remittances from Store F re 
sales. 
Jan. Warehouse profit suspense ................. ee Ry eee rime 525.00 
TREE SCN GIBBONS SUMED «5... .seescicccecciccnscsssessccessaeatoensac 787.50 
Inventories (or Purchases) ......... pispadielioss aascastetasogecm casas 2,625.00 
Merchandise shipped to Store Fo.....0...0.........ceecceeee 3,937.50 


Adjusting entry re report of Store F 
inventory $3,937.50. 


Jan. Merchandise shortage Store F ........ ered teeth 20.00 
Merchandise shipped to Store F ......... ems 20.00 
Balance in Merchandise shipped to Store F 
account. 


An opening entry will be made at Ist are maintained which I feel is not accom- 
February reversing the adjusting entry re Store plished completely by the solution presented 
F inventory. as published. 

The above solution is designed to have the 
accounts reflect the purpose for which they 


J. D. CAMPBELL, C.A 


PROBLEMS AND SOLUTIONS 


Qualified accountants have prepared the solutions appearing in this section, and 
the solutions reflect the personal views and opinions of their various contributors. Students 
should not regard them necessarily as models for submission to the examiner. The hope is 
rather that they will provide a basis for such discussion and explanation of the problems 
as will make their study beneficial. The editor will welcome discussion of the solutions 
published. 


PROBLEM 1 
Intermediate Examination, October 1951 
Accounting II, Question 3 (10 marks) 


(a) Name four intangible assets. 
(b) Give the accounting treatment covering the acquisition and amortization of each. 
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A SOLUTION 


(a) Four sntangible assets 

(i) Patents, trade-marks and copyrights. 

(ii) Royalty and license contracts and franchises. 

(iii) Goodwill. 

(iv) Organization costs. 

(b) Accounting treatment covering acquisition and amortization 

(i) Debit an asset account with the cost in money or the fair equivalent. Amortize 
the cost by charges to profit and loss over the useful life, (which may be less 
than the legal life) of the patent or copyright. 

(ii) Debit an asset account with the cost in money or the fair equivalent. Amortize 
the cost by charges to profit and loss in accordance with the provisions of the 
contract or franchise. 

(iii) Goodwill should be recognized only if paid for. Debit an asset account with 
the cost in money or the fair equivalent. 

If it is to be written off, the charge is to surplus. 

(iv) Debit an asset account with the cost in money or the fair equivalent. If it is 

to be written off, the charge is to surplus. 


PROBLEM 2 
Intermediate Examination, October 1951 
Accounting II, Question 5 (15 marks) 


During the year ended 31 Dec 1950, S Co. Ltd. entered into the following transactions 
in Government of Canada bonds: 

1 June 1950 — purchased ex coupon for $208,400, 3% bonds with a par value of 

$200,000 maturing 1 June 1957, interest payable half-yearly. 

Ist August 1950 — purchased for $311,760 plus accrued interest, 3% bonds with a 

par value of $300,000, maturing 1 Nov 1962, interest payable half-yearly. 

All coupons are cashed on due dates. 

The premium on the purchases is to be amortized, by the straight line method, over 
the remaining life of the bonds. Although the premium on the bonds is being amortized 
to maturity as stated, it is the company’s practice for balance sheet purposes to provide a 
reserve, if necessary, to carry the bonds at market value if such is less than the amortized cost. 

At 31 Dec 1950 the following market quotations were obtained: 


Government of Canada 3% 1st June 1957 Serene we. $103.50 
Government of Canada 3% Ist Nov 1962 200.0000000..0.0.ccccceceeeees 103.25 
Required: 


Prepare all journal entries necessary to record the foregoing transactions and the necessary 
year end adjustments as at 31 Dec 1950. 


A SOLUTION 
Books OF S Co. Ltn. 
Dr. Cr. 


1 June 1950 Marketable securities ............ Bact setoae $208,400 
RN ceo crac erect EOI | eat, me eebeabce $208,400 
To record purchase $200,000, 3% 
Government of Canada bonds, 
maturing 1 June 1957 at 
$208,400 





; 
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Sr ee NE IE ooorsi rn Sate ahs eeeessaascones 2,250 
RPPRE RIN WINDS 05 asec faces iscest Titec teisacin dha eines 311,760 

ores areer ates cpa ereoseae nutans ; 314,010 


To record purchase of $300,000, 
3% Government of Canada bonds 
maturing 1 Nov 1962 at 
$311,760 plus accrued interest 


i Nov 1990 GAGh hicicccicnusn- se onem nai eh Ah ea a a 4,500 
NIN o.oo cses oacacanatrs nue eens 2,250 
RENIN CRIN nh Sy sis danccarenease 2,250 
To record coupons cashed on 
1 Nov 1950 


ie 2580 ck eo. pile et be Beep a Mt. 3,000 
Interest revenue eae at 5 3,000 
To record coupons cashed on 
1 Dec 1950 


31 Dec 1950 _ Interest revenue is oS be Feta aie ad : 1,100 
Marketable securities ...................0...0.000:. es 1,100 
To provide for amortization of 
premium on purchase for year 
ending 31 Dec 1950 


31 Dec 1950 Accrued interest receivable Lea ees Fecal 2,000 
SR UN oo a Sse tcg nis sekcks cate tbanes ; 2,000 
To record interest accrued on 
bonds as at 31 Dec 1950 


31 Dec 1950 Provision for loss on marketable securities ................ : 2,310 
To reserve for loss on marketable securities ........ 2,310 
To set up reserve which together 
with amortization of premium will 
reduce net bond value to market: 


| $519,060 
Market value svsntaeccies , SUeEDO 


Editor’s notes: 

(a) Interest accrued at the time of purchase might have been debited to Interest revenue 
account (instead of Interest receivable) on 1 Aug. Im that event the full amount 
of the coupon cashed 1 Nov. would be credited to Interest revenue. 

(b) The entry to provide for amortization of the premium on 31 Dec. might instead have 
been, 

Amortization of premium on investment ......................0.... 1,100 
Reserve for amortization of premium ........................... 1,100 

(c) At the time of acquisition, the premium might be charged to a separate account, and 
only the par value debited to Marketable securities account. In that event the amount 
of the premium amortized at 31 Dec. must be credited to the separate account. 
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PROBLEM 3 
Final Examination, October 1951 
Accounting II, Question 3 (20 marks) 


At 1 Oct 1950 X and Y, the two shareholders in XY Co. Ltd., agreed to part company, 
but instead of winding up the company X was to purchase the shares owned by Y. X was 
to pay Y the par value of the shares held by him plus 95% of the net amount after tax 
that Y would have retained if the company had ceased operations on 30 Sept 1950 and had 
subsequently been wound up after having made an election unde~ Part (IA) of the Income 
Tax Act and arranged for the maximum distribution possible. 

Net profits after taxes and dividends declared and paid during the last two fiscal years 


were as follows: 
Dividends Declared 


Year ending and paid 
30 Sept Net Profit Common Preferred 
1949 $190,000 $54,000 $25,000 
1950 204,000 54,000 25,000 


SUMMARIZED BALANCE SHEET OF THE XY CO. LTD. 
as of 30th September 1950 


UN SIN 09 coo certs ceases, opeaceeas sib nee dee le Canicansctocs ete ete Ace oetaaSescisL Lot ee 
Capital 

Preferred, 5% cumulative, redeemable par value $100 per share .................... $ 500,000 

Orem ADANNDy OE SUPRIADE OBES AI REDE 5 5a cbs— 50s favs s ost cicatiaseccesBeasteany a psvedaseserssoeeiee 900,000 

IM PS tie tt teen eescaszscicals coor Nunvasiosutov or aes eee eNO Meenas 1,050,000 

$2,450,000 


The “undistributed income” for tax purposes amounted to: 
$820,000 as at 30 Sept 1950 
691,000 “ ““ “ 1949 
566000 “ “" “ 1948 
Y’s 1950 personal tax rate is to be taken as 64%. 
Y owns 2,500 preferred shares and 8,000 common shares in the XY Co. Ltd. 


Required: 
A statement showing your calculation of the amount payable to Y for his shares in 
XY Co. Ltd. 


A SOLUTION 
XY CO. LTD. 
Undistributed income 
1949 — Undistributed income 30 Sept 1949 oo......0 oocccccccccccsccessecsssceeseceeseeees $691,000 
Oa TRIMMED SN gc Sadia tasbacteadscevaades 103,650 
Net undistributed income after payment of tax ............0.ccccccccccecseeeseeeee $587,350 


1950 — Tax on undistributed income of 15% is limited 
to the total of dividends paid. 


SPAM AR INEM OMEN MR OEIND 505 re chas cpscsycnece set castsciekeses sivas Veeeasscatnndeecieceesine 79,000 
AN RMN on anc Riss Pee dias yay seach isan ceabestdsisdevceacenbinkie 11,850 
67,150 


CEE 


a NR - 


2 ARTI 


ET TIS 








} 


2 ct IR HERNIA MRL RNR pet 


REALE HITTIN 
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“Capstal profits” 


TREE GE SUED INS ==: SO OE TIS ois: coc ic svat sa cemeeasaseiesesise 
Undistributed income for tax purposes, 30 Sept 1950 .............0..... 


The difference, i.e., “capital profits’ may only be “gotten out” 
of the business by way of dividends on winding up the company 


Balance of 1950 undistributed income — not distributed 
by way of dividends or tax paid 


Undistributed income — 30 Sept 1950 . 
. — 30 Sept 1949 


Increase in undistributed income in the year ...................0cce. Zz 
Of this amount $79,000 has been tax paid 20.00.00... ee 
The balance may be paid as dividends obese ets 


Total amount which may be paid out as dividends ............. 


Calculation of amount payable to Y for his shares 
m XY Co. Lid. 


Par value of shares held by Y — 
2,500 preferred shares of $100 par value .............. Det te Ee 
8,000 common shares of $45 par value ...................0ccceceeeee 


Plus 95% of the amount after tax that Y would 
retain if the company had ceased operations: 
Net undistributed income after payment of tax — 
OID EMR En et ce Ae hy seeuipa Wed lakeend $587,350 





YS GHMS B/20"OF S5G7 5550 tices. ile baslacde hectic 
Net undistributed income after tax for year 
MER SOHO GINO oo ick clita Stxiisroe masons $ 67,150 


WS OHMIC B/Z0 OL BOT COO icici cin ciesncevsiasecdesstaves 
Amount which may be paid out as dividends to 
be taxed at personal rates in hands of 
SRNR oe ee he Sk nd $ 50,000 


Y's shate 8/20 of $50,000 .................... $ 20,000 
less tax thereon at Y’s 
personal rate of 64% ........... 12,800 


Capital profits which may be distri- 
buted tax free on winding up .................ccccccccee $230,000 








FE SENOS 20 CE BBO oon vases sscsictssscciscelinccesess 


Net amount which Y would retain if the 
company ceased operations and wound up .................... 


Ie PRM eas, oh ee ee ot Ue a ee oe Lee 
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$1,050,000 


820,000 
230,000 


820,000 

691,000 

129,000 

79,000 
50,000 


$280,000 


$250,000 
360,000 


$610,000 


$234,940 


26,860 


7,200 


92,000 


$361,000 


bettnSe sqaueaes $342,950 


Amount payable to Y for his shares in XY Co. Ltd. ou......cccccccssscsssssesssssssseseeees $952,950 
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PROBLEM 4 
Final Examination, October 1951 
Accounting II, Question 4 (8 marks) 


In calculating the 1950 taxable income, of an individual under the Income Tax Act, 
to what extent is each of the following unrelated items allowable as a deduction or an expense: 
(i) A deduction of $10 per month, covering $6 for board and $4 for laundry, is made 


from the monthly pay cheque of a nurse on the staff of a hospital. 


(ii) Prior to 1950 the taxpayer entered into a written separation agreement to pay 


(iii) 


$1,000 a year to his wife for her separate maintenance, as well as $500 a year for 
the maintenance of his child. In accordance with the agreement, $1,500 was paid 
during 1950. 

During 1950 an individual received a notice of assessment for 1947 income taxes, 
showing unpaid tax in the amount of $100 and interest due of $10. Both these 
amounts were paid in 1950. 


(iv) On 1 Sept 1950 an individual paid $600 to move his family and household effects 


from city A to city B, where he was taking up residence in order to accept a new 
position at a substantially increased salary. 


(v) An individual is employed by a company which has an approved pension plan. 


(vi) 


In accordance with the plan the employer deducted 6% of the individual’s salary 

from his monthly cheque. These deductions totalled $1,200 during 1950. 

During 1950 an individual paid $37.20 as his contribution under a group hospital 

plan for himself, his wife, dependent son and dependent daughter. During 1950 

he paid the following medical expenses and has receipts therefor: 

(a) $350 to a doctor in connection with his wife's illness. 

(b) $250 to a doctor in connection with an operation on his son. 

(c) $425 to a registered nurse to attend upon his wife during her illness. 

(d) $380 to a hospital in connection with his wife’s illness covering charges not 
paid under the group hospital plan. 

The group hospital plan paid hospital charges totalling $450 in connection with 

his wife’s illness, and $180 in connection with his son’s illness. 

During 1950 an individual contributed $100 to the Red Cross, $50 to the Sct. 

John’s Ambulance Corps, $50 to the Salvation Army, and $400 to his church 

In addition he pledged $600 to his church building fund to be paid at $25 a 

month over two years, and paid $200 on this pledge during 1950. The individual 

has receipts for all of the items. 

An individual living in town C accepted a position in town D, but continued to 

live in town C. During 1950 the individual paid railway fares totalling $90 for 

transportation to and from work. 


A SOLUTION 


The extent to which the items are allowable as a deduction or an expense: 


(i) 
(ii) 
(iii) 
(iv) 
(v) 
(vi) 


(vii) 
(viii) 


nil 

$1,500 

nil 

nil 

$900 

the amount by which the expenses of $2,035 exceed 4% of the taxpayer's income, 
but with a maximum of $1,500 

$800 or 10% of the taxpayer’s income, whichever is less 

nil. 








